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EFFECTIVENESS  OF  U.S.  ASSISTANCE  PRO- 
GRAMS IN  RUSSIA,  UKRAINE,  ARMENIA, 
AND  THE  OTHER  NEWLY  INDEPENDENT 
STATES 


TUESDAY,  JUNE  13,  1996 

House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  DC 

The  coinmittee  met,  pursuant  to  call,  at  10  a.m.  in  room  2172, 
Raybum  House  Office  Building,  Hon.  Benjamin  A.  Oilman  (chair- 
man of  the  committee),  presiding. 

Chairman  Oilman.  The  committee  will  come  to  order. 

The  International  Relations  Committee  today  will  be  taking  tes- 
timony from  a  panel  of  five  distinguished  witnesses  representing, 
I  think,  a  good  cross-section  of  those  of  our  government  agencies 
most  actively  involved  in  pursuing  American  interests  in  the  states 
of  the  former  Soviet  Union. 

The  committee  has  asked  this  panel  to  join  us  today  in  address- 
ing the  general  status  of  U.S.  assistance  programs  in  Russia, 
Ukraine,  Armenia  and  the  other  Newly  Independent  States  of  the 
former  Soviet  Union,  but  hopefully  to  address  in  particular  the  im- 
portant question  of  how  effectively  our  programs  are  being  imple- 
mented in  support  of  American  national  interests  in  those  coun- 
tries. 

I  would  like  to  take  a  moment  to  recognize  and  welcome  our  wit- 
nesses. First,  we  have  before  us  once  again  our  State  Department 
Coordinator  for  U.S.  Assistance  in  the  Newly  Independent  States 
who  is  to  be  congratulated  on  his  recent  confirmation  as  Special 
Advisor  to  the  President  and  Secretary  of  State  on  Assistance  to 
the  NIS  States.  We  welcome  back  Ambassador  Morningstar. 

Mr.  Morningstar.  Thank  vou,  Mr.  Chairman. 

Chairman  Oilman.  I  thank  you  and  I  think  you  are  starting  to 
qualify  for  the  category  of  old  hand  at  appearing  before  our  com- 
mittee now.  I  do  not  see  any  scars,  at  any  rate. 

Second  witness,  the  Assistant  Administrator  for  Europe  and  the 
Newly  Independent  States  at  the  Agency  for  International  Develop- 
ment is  no  stranger  to  our  committee  and  its  hearings.  We  welcome 
you  back,  Mr.  Dine. 

Mr.  Dine.  Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  Also  with  us  today  is  John  Ruberto,  Deputy 
Assistant  to  the  Secretary  of  Defense  for  Nuclear,  Chemical  and  Bi- 
ological Defense  Programs  for  Defense  Conversion.  Our  welcome  to 
you,  sir. 

(1) 


Mr.  RUBERTO.  Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  Representing  our  Department  of  Energy 
today  is  Ms.  Joan  Rohlfing,  Director  in  the  Department  of  Energy's 
Office  for  Non-ProHferation  and  National  Security,  We  are  pleased 
that  you  could  be  with  us  today,  Ms.  Rohlfing. 

Ms.  Rohlfing.  Thank  you. 

Chairman  Oilman.  Your  agency  has  a  tough  but  very  important 
job  to  do  in  trying  to  make  certain  that  nuclear  materials  now  in 
the  territory  of  the  former  Soviet  Union  do  not  leak  out  into  the 
hands  of  those  around  the  world  who  have  terrorist  or  aggressive 
agendas.  We  certainly  look  forward  to  having  your  thoughts  on 
what  your  agency  can  do  to  fight  this  battle  against  so-called  loose 
nukes. 

And  last,  but  certainly  not  least,  is  Ms.  Anne  Sigmund,  Director 
of  the  U.S.  Information  Agency's  Office  of  East  European  and 
Newly  Independent  States  Affairs  who  joined  Ambassador 
Momingstar  and  Mr.  Dine  last  November  14  in  testifying  before 
our  committee. 

Welcome  back,  Ms.  Sigmund. 

A  large  panel  means  a  long  introduction.  I  want  to  keep  my  re- 
marks brief  so  that  our  committee  members  and  our  witnesses  can 
begin  to  address  these  important  issues. 

Let  me  just  point  out  to  the  members  of  our  committee  that  to- 
day's hearing  is  intended  to  focus  on  our  assistance  program  in  the 
Newly  Independent  States.  We  have  not  asked  that  a  State  Depart- 
ment representative  appear  to  address  policy  issues  since  we  are 
hopeful  that  the  committee  will  find  time  after  the  Russian  Presi- 
dential elections  to  turn  to  the  issue  of  our  nation's  relations  with 
Russia  and  the  other  Newly  Independent  States.  I  would,  therefore, 
ask  that  members  focus  their  questions  as  much  as  possible  on  our 
assistance  programs  in  the  former  Soviet  states. 

Obviously,  none  of  our  witnesses  today  will  be  prepared  to  ad- 
dress questions  outside  of  their  sphere,  unless  they  would  like  to. 
Let  me  just  say  that  it  is  appropriate  to  focus  at  least  one  hearing 
on  just  our  assistance  programs.  After  all,  they  may  well  be  the 
most  important  instruments  in  supporting  American  objectives  in 
a  region  as  important  as  that  of  the  former  Soviet  Union. 

I  would  ask  our  witnesses  to  try  to  limit  their  statements  to 
about  5  minutes  each  and  submit  their  written  statements  for  the 
record  and  we  will  take  that  without  objection,  if  you  could  summa- 
rize as  much  as  possible,  since  there  are  five  witnesses  and  we 
would  like  to  get  into  the  dialog  as  quickly  as  possible. 

I  would  also  ask  our  witnesses  to  do  their  best  to  describe  for  the 
committee  how  they  see  the  programs  for  which  they  are  respon- 
sible serving  our  nation's  national  interests  in  Russia,  Ukraine,  Ar- 
menia and  the  other  nine  states  of  the  former  Soviet  Union. 

I  would  now  like  to  ask  our  members  if  they  have  any  opening 
statement. 

Mr.  Bereuter.  Mr.  Chairman,  I  just  wanted  to  commend  you  for 
holding  this  hearing.  I  think  there  are  few  hearings  that  will  be 
more  important  in  the  nature  of  the  subject  being  discussed.  I  just 
wanted  to  explain  to  our  witnesses  that  I  do  have  a  conflict,  I  am 
going  to  miss  parts  of  it,  but  will  be  back  as  quickly  as  possible. 
Thank  you,  Mr.  Chairman. 


Chainnan  Oilman.  Thank  you,  Mr.  Bereuter. 

Mr.  Smith. 

Mr.  Smith.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
your  scheduHng  this  very  important  hearing  for  the  purpose  of  ex- 
amining the  effectiveness  of  U.S.  assistance  to  the  Ukraine,  Russia, 
Armenia  and  other  countries.  Recognizing  the  shrinking  pool  of  for- 
eign assistance  resources,  the  effectiveness  of  each  project  must  be 
reviewed  and  we  must  ensure  that  the  assistance  contributes  sig- 
nificantly to  overall  U.S.  policies  and  objectives  toward  that  par- 
ticular country. 

Mr.  Chairman,  a  disturbing  number  of  analysts  have  concluded 
that  the  flurry  of  U.S.  assistance  to  the  emerging  democracies  of 
the  former  Soviet  Union  and  its  satellites  has  seen  precious  little 
fruit.  That  presents  the  question:  Is  it  time  for  a  change  in  the  phi- 
losophy and  nature  of  our  assistance  programs  in  Central  and  East 
European  countries?  Have  we  fostered  false  expectations  that  can 
never  be  realized  and  met  by  technical  and  financial  assistance  but 
only  political  and  individual  will  by  the  individuals  themselves? 
Are  we  providing  enough  of  the  tools  for  these  countries  to  turn 
from  centrally  controlled  economies,  or  have  we  simply  provided 
the  bandage  which  allows  the  respective  governments  to  postpone 
the  hard,  painful  decisions  to  cut  certain  government  services? 

The  U.S.  objectives,  it  seems  to  me,  must  be  realistic  and,  in 
most  cases,  pared  down  to  suit  the  size  of  the  foreign  assistance 
being  extended.  The  bulk  of  our  aid  in  the  region  has  been  allo- 
cated for  Bosnia  and,  Mr.  Chairman,  that  project  should  be  the 
subject  of  a  separate  hearing  as  it  may  have  many  unique  and  un- 
expected complications  attached  to  it. 

Sizable  packages  have  been  designated  for  certain  countries  in 
this  region,  particularly  the  Ukraine,  Russia  and  Armenia,  which 
reflect  U.S.  strategic  and  national  interests.  Now  it  is  time  to  e- 
flect,  analyze  and  critique  those  programs. 

I,  like  Mr.  Bereuter,  will  be  in  and  out  of  this  hearing  because 
of  another  commitment.  But  I  would  hope  that  our  distinguished 
panel  will  address  some  of  these  issues. 

I  am  also  concerned  about  the  diversion  of  funds  that  do  not  get 
to  Armenia  because  of  the  continued  blockading  by  Turkey  of  our 
assistance  to  Armenia.  If  you  could  talk  pbout  how  much,  in  actual 
dollars  and  potential,  has  been  lost  as  a  direct  result  of  that  diver- 
sion and  siphoning  of  funds. 

I  have  also  recently  had  a  hearing  on  the  ongoing  tragedy  in 
Chernobyl.  As  you  know,  I  chair  the  Commission  on  Security  and 
Cooperation  in  Europe,  and  we  heard  devastating  tales  from  the 
ambassadors  of  Belarus  and  the  Ukraine  about  the  children  getting 
cancers  and  they  were  most  appreciative  of  our  AID  efforts  and 
other  efforts.  But,  if  you  could  please  detail  some  of  the  expecta- 
tions and  plans  that  you  have  for  1997  and  beyond,  especially  as 
those  cancers  begin  to  balloon.  The  expectations  were  that,  by  the 
year  2005,  the  number  of  thyroid  and  other  child  cancers  would  ex- 
plode as,  unfortunately,  the  effects  of  radiation  begin  to  manifest 
themselves  in  those  children. 

There  were  also  disturbing  reports  of  a  number  of  Ukrainians 
moving  back  to  contaminated  areas,  growing  foods  on  contaminated 
soil,  and  consuming  those  foods  and  even  selling  them  in  Kiev, 


leading  to  a  large  number  of  stomach  cancers.  Perhaps  you  might 
want  to  give  us  some  of  your  insights  on  that. 

So  I  look  forward  to  your  testimony  and,  again,  like  Mr.  Bereu- 
ter,  I  will  be  in  and  out  but  I  will  look  at  the  record  and  I  thank 
you  for  your  testimony. 

Chairman  Oilman.  Thank  you,  Mr.  Smith. 

Mr.  Campbell. 

Mr.  Campbell.  Thank  you,  Mr.  Chairman,  and  I  appreciate  your 
holding  the  hearing.  I  will  just  take  a  moment  to  put  on  the  record 
that  I  nave  an  interest — ^my  wife  is  the  director  of  the  University 
of  California-Berkeley  Business  School  project  in  Saint  Petersburg, 
Russia  and  that  program  has  received  assistance  from  various  U.S. 
Government  sources.  I  come  to  this  issue,  of  course,  with  an  open 
mind  on  the  basis  of  my  own  thinking  and  strong  advice  from 
home,  but  I  did  not  wish  my  participation  in  this  hearing  in  any 
way  to  fail  for  lack  of  disclosure  of  that  fact. 

Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  Thank  you,  Mr.  Campbell. 

Mr.  Moran. 

Mr.  Moran.  Thank  you,  Mr.  Chairman. 

I  was  not  going  to  say  anything  until  I  heard  my  friend,  Mr. 
Smith,  suggest  that  we  are  tnrowing  money  at  these  independent 
states  or  that  we  had  given  them  a  significant  amount  of  money 
and  we  have  to  be  careful  about  how  it  is  used.  My  concern  is  just 
the  opposite.  We  had  $2.4  billion  initially  in  Fiscal  Year  1994.  We 
just  passed  that  foreign  operations  appropriations  bill  this  past 
week  that  brought  it  down  to  $590  million.  That  is  about  a  75  per- 
cent cut.  So  my  concern  is  how  are  we  possibly  going  to  address 
all  of  the  anticipated  need  for  our  assistance  in  the  Newly  Inde- 
pendent States?  I  think  that  really  needs  to  be  the  focus — how  we 
can  possibly  be  a  world  player  and  cut  the  level  of  assistance  as 
dramatically  as  we  have? 

Mr.  Smith.  Will  the  gentleman  yield? 

Mr.  Moran.  Yes.  I  would  be  happy  to. 

Mr.  Smith.  One  of  the  things  that  we  did  in  this  committee,  and 
I  did  it  because  I  offered  the  amendment  and  then  encouraged  the 
foreign  ops  appropriations  chairman.  Sonny  Callahan,  to  do  so  and 
he  did  so  and  that  was  to  provide  a  childhood  and  diseases  account, 
and  it  is  now  being  funded  at  $600  million.  My  concern  has  always 
been  that  when  you  are  given  a  vast  number  of  options  that  chil- 
dren often  get  second-rate  or  are  put  on  the  back  burner  and  this 
legislation  that  we  just  passed  focuses  and  targets  limited  re- 
sources— and  they  have  gone  down,  admittedly,  but  everything  is 
being  pared  down.  I  think  our  challenge  is  to  see  if  we  can  get 
those  scarce  resources  and  target  them  in  the  most  effective  man- 
ner. And  I  think  we  are  doing  it  responsibly. 

We  have  done  far  too  little  on  diseases  like  guinea  worm  and  a 
host  of  other  diseases  that  are  ravaging  Africa.  I  have  offered 
amendments  in  this  committee  that  have  passed  and  have  gone  on 
to  be  passed  on  the  floor,  to  target  those  orphaned  diseases  which 
are  getting  scant  attention  around  the  world.  We  can  save  thou- 
sands of  children,  millions  of  children — there  are  two  million  dying 
in  Africa  every  year  from  those  preventable  diseases — if  we  just  put 
the  money  in.  So  I  take  back  seat  to  no  one  on  that. 


But  we  do  have  fewer  resources.  We  just  need  to  use  them  more 
effectively  and  I  think  that  is  the  challenge  for  the  executive  and 
the  legislative  branch. 

Mr.  MoRAN.  OK,  Well,  I  will  reclaim  my  time. 

I  do  not  disagree  with  funding  the  programs  that  you  referred  to. 
I  think  we  ought  to  fund  them  more  substantially.  I  do  disagree 
with  cutting  the  Newly  Independent  States,  these  emerging  democ- 
racies, by  75  percent  in  a  very  short  period  of  time.  I  think  that 
is  far  too  dramatic  a  cut  and  I  want  you  to  at  least  know — good, 
we  have  another  Democrat  here — ^but  at  least,  for  whatever  it  is 
worth,  this  Democrat  thinks  we  cut  assistance  to  this  terribly  cru- 
cial part  of  the  world  by  far  too  much  in  far  too  dramatic  and  pre- 
cipitous a  way  and  I  want  to  know,  particularly  from  this  hearing, 
how  these  experts  think  that  we  can  possibly  meet  the  expectations 
that  we  developed  in  1993,  1994,  and  1995  with  such  a  limited 
amount  of  financial  assistance. 

So,  anyway,  I  do  not  have  any  further  statement  than  that. 
Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  Thank  you,  Mr.  Moran. 

Mr.  Hastings. 

Mr.  Hastings.  Mr.  Chairman,  thank  you  for  holding  this  hearing 
and  I  would  associate  myself  with  the  remarks  of  my  colleague,  Mr. 
Moran,  and  the  remarks  in  reply  to  him  of  my  colleague,  Mr. 
Smith. 

Mr.  Chairman,  this  is  an  important  hearing,  I  hope  that  a  week 
from  now,  or  2  weeks  from  now,  we  will  have  a  similar  hearing  be- 
cause after  the  elections  in  Russia  on  Saturday,  all  bets  are  off  on 
most  of  the  things  that  we  are  likely  to  ask  or  explore  in  trying  to 
have  our  witnesses  help  us  to  focus  on  the  effectiveness  of  U.S.  as- 
sistance programs. 

Chairman  Oilman.  Mr.  Hastings 

Mr.  Hastings.  Yes. 

Chairman  Oilman. — as  I  indicated  in  my  opening  remarks,  we 
intend  to  hold  such  a  hearing. 

Mr.  Hastings.  I  thank  you,  Mr.  Chairman.  I  just  want  to  make 
sure  that  we  are  mindful  of  that  because  we  will  be  asking  them 
today  to  make  certain  predictions  and,  week  after  next,  they  will 
have  a  little  more  certainty  about  a  lot  of  things. 

Mr.  Chairman,  I  strongly  feel  that  we  have  mistakenly  gone 
about  our  business  in  seeking  efficiencies  with  reference  to  the 
Agency  for  International  Development  and  the  rather  extraor- 
dinary cuts.  Equally,  I  know  that  consulates  and  embassies  all  over 
the  country  and  missions  all  over  the  world  are  closing  because  of 
our  perceived  problems  that  we  are  having  with  financial  con- 
straints in  this  country. 

This  past  weekend,  I  participated  in  a  dialog  with  Australian 
parliamentarians  and  business  persons  and  to  the  man  and  woman 
that  I  spoke  with,  each  one  of  them  said  that  all  of  the  world  is 
looking  to  this  country  for  leadership.  There  can  be  no  better  place 
for  us  to  demonstrate  that  than  in  dealing  with  the  Newly  Inde- 
pendent States  and  I,  for  one,  go  on  record  as  saying  that  I  think 
our  programs  have  been  effective  and  left  to  their  devices  to  play 
out  in  the  area  of  democracy  will  rebound  to  the  benefit  of  the 
United  States  of  America,  and.  I  thank  you,  Mr.  Chairman. 


Chairman  Oilman.  Thank  you,  Mr.  Hastings. 
We     will     now     proceed     with     the     testimony.     Ambassador 
Momingstar. 

STATEMENT  OF  AMBASSADOR  RICHARD  MORNINGSTAR,  SPE- 
CIAL ADVISOR  TO  THE  PRESIDENT  AND  THE  SECRETARY  OF 
STATE  ON  ASSISTANCE  TO  THE  NIS 

Mr.  MORNINGSTAR.  Thank  you,  Mr.  Chairman  and  thank  you  for 
your  comments  and  for  the  comments  from  the  other  members  of 
the  committee.  And  I  appreciate  the  opportunity  to  appear  before 
you  today  to  discuss  the  outlook  for  U.S.  assistance  to  the  Newly 
Independent  States  of  the  former  Soviet  Union.  My  colleagues  and 
I  are  eager  to  give  you  a  status  report  and  to  describe  our  plans 
for  next  year. 

We  continue  to  provide  assistance  to  the  Newly  Independent 
States  because  it  is  in  our  national  interest.  The  U.S.  assistance  ef- 
fort has  evolved  and  changed  in  response  to  lessons  learned,  ongo- 
ing change  in  the  Newly  Independent  States,  and  budgetary  con- 
straints. But  the  bottom  line  test  for  all  of  our  assistance  is  how 
does  the  work  that  we  do  promote  stability  and  mutual  security  to 
best  serve  our  national  interest.  We  continue  to  have  the  oppor- 
tunity and  the  responsibility  to  support,  help  and  encourage  the 
many  citizens  and  organizations  that  are  driving  economic  and  po- 
litical change  in  the  Newly  Independent  States.  Significant 
progress  has  been  made.  Nonetheless,  in  many  ways,  the  most  dif- 
ficult phase  of  the  transition  for  the  average  citizen  is  now. 

I  testified  before  this  committee  last  November  and  gave  an  over- 
view of  the  critical  changes  and  new  directions  that  the  U.S.  assist- 
ance program  required  to  improve  cost-effectiveness  and  quality. 
We  have  done  many  things,  which  include  program  consolidations, 
better  management  of  the  funding  pipeline,  more  leveraging  and 
coordination  with  other  donors,  and  greater  utilization  of  more 
cost-effective  private  voluntary  organizations.  And  just  one  exam- 
ple, consolidation  of  our  NIS  Rule  of  Law  programs  will  result  in 
cost  savings  of  several  million  dollars.  We  are  also  continuing  to 
support  innovative  efforts  to  do  more  community-based  initiatives 
and  our  new  Community  Connections  Exchange  Program  is  still 
another  example  that  is  already  underway. 

I  would  like  to  say  a  few  words  about  the  three  largest  FREE- 
DOM Support  Act  recipients,  the  Ukraine,  Russia  and  Armenia.  In 
Ukraine,  after  4  years  of  minimal  progress  on  economic  restructur- 
ing, a  committed  group  of  reformers  under  the  leadership  of  Presi- 
dent Kuchma  has  started  to  make  significant  progress.  We  have 
worked  intensively  with  the  LTcrainian  leadership,  the  IMF,  and 
the  World  Bank  to  coordinate  our  objectives  and  to  develop  con- 
crete targets  for  privatization  and  economic  restructuring. 

The  three  major  thrusts  of  the  program  today  in  Ukraine,  and 
looking  forward  to  1997,  are  economic  reform,  including  privatiza- 
tion, small  business  development  and  agriculture;  the  areas  of  en- 
ergy, including,  of  course,  the  Chernobyl  issues;  and  also  democracy 
and  anti-crime  efforts. 

In  Russia,  as  events  of  the  last  6  months  and  the  upcoming  Pres- 
idential elections  command  the  attention  of  the  entire  world,  we 
are  developing  a  plan  for  our  1997  assistance  program  that  is  prag- 


matic  and  consistent  with  the  practical  engagement  theme  of  our 
diplomacy  and  flexible  enough  to  be  responsive  to  the  Russians' 
level  of  commitment  to  reform  and  the  actions  of  any  democrat- 
ically elected  government.  Our  assistance  program  directly  sup- 
ports those  individuals  and  non-governmental  organizations  who 
are  out  front  in  support  of  reform:  independent  journalists,  dedi- 
cated legal  reformers,  community  activists,  entrepreneurs,  and  the 
youth  that  will  make  up  the  next  generation  of  Russian  leaders. 

The  revised  assistance  program  for  Russia  can  be  summarized  as 
follows:  First,  we  will  continue  limited  technical  assistance  focused 
on  high  priority  issues,  such  as  tax  policy,  law  enforcement,  media, 
small  business,  non-governmental  organizations,  and  those  activi- 
ties that  will  be  pursued  only  where  committed  Russian  counter- 
parts exist.  We  will  be  stressing  linkages  between  Americans  and 
Russians:  stepped  up  exchanges,  training,  trade  and  investment 
support,  small  grant  programs,  and  the  leverage  with  multi- 
national and  other  bilateral  donors.  And,  in  the  security  area,  we 
will  certainly  continue  in  the  area  of  weapons  dismantlement,  ma- 
terials accountability  and  control,  and  nuclear  reactor  safety  pro- 
grams. 

Armenia  would  receive  the  third  largest  portion  of  our  Fiscal 
1997  request.  This  year,  more  than  half  of  our  assistance  effort — 
in  fact,  well  more  than  half  of  our  assistance  effort  to  Armenia — 
is  devoted  to  humanitarian  assistance.  The  remaining  technical  as- 
sistance is  for  economic  restructuring  and  the  development  of  a 
civil  society. 

In  1997,  we  would  seek  to  continue  to  increase  the  proportion  of 
development  and  economic  restructuring  assistance  relative  to 
strictly  humanitarian  aid  in  order  to  do  the  best  job  that  we  can 
to  help  Armenia  provide  for  itself.  And  they  are  making  some  sig- 
nificant progress. 

Mr.  Chairman,  your  support  for  our  assistance  programs  in  the 
NIS  will  demonstrate  confidence  that  the  United  States  can  and 
should  support  the  historic  transition  now  underway  in  the  former 
Soviet  Union.  This  transition  can  make  Americans  more  secure  and 
more  prosperous. 

Thank  you  for  your  support  and  I  look  forward  to  answering  your 
questions. 

Chairman  GiLMAN.  Thank  you,  Ambassador  Morningstar. 

[The  prepared  statement  of  Ambassador  Morningstar  appears  in 
the  appendix.] 

Chairman  Oilman.  Mr.  Dine. 

STATEMENT  OF  THE  HONORABLE  THOMAS  DINE,  ASSISTANT 
ADMINISTRATOR  FOR  EUROPE  AND  THE  NTEWLY  INDEPEND- 
ENT STATES,  U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOP- 
MENT 

Mr.  Dine.  Thank  you,  Mr.  Chairman. 

Because  we  have  limited  time,  I  am  going  to  confine  my  oral 
statement  to  Russia  because  it  is  that  country  that  is  on  the  minds 
of  all  of  us  as  the  Russian  people  go  off  to  the  polls  on  Sunday.  My 
written  statement  describes  the  equally  dramatic  and  sometimes 
revolutionary  changes — real  impact,  guided,  provided,   stimulated 
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by  U.S.  technical  assistance — that  have  been  made  in  each  of  the 
NIS  countries. 

A  signal  event  in  world  affairs  is  to  take  place  throughout  Russia 
on  Sunday,  a  free  election  for  President.  Will  Russia  continue  on 
the  road  to  reform,  or  will  it  turn  off  and  move  back  toward  the 
path  it  had  been  on  in  its  recent  past?  This  question  will  be  an- 
swered by  the  voters  of  Russia,  in  itself  a  revolutionary  break  with 
the  Russian  past. 

I  am  not  going  to  predict  the  results  of  the  election  or  what  the 
implications  of  a  particular  result  will  be.  But  you  did  not  ask  me 
here  to  prognosticate.  You  asked  me  here  to  justify  the  Administra- 
tion's request  of  $640  million  in  funding  for  USAID's  programs  in 
Russia,  Ukraine  and  the  other  new  republics  that  are  covered  by 
the  Fiscal  Year  1996  FREEDOM  Support  Act.  I  will  do  that  and 
I  will  do  so  without  knowing  the  result  of  the  outcome  of  the  Rus- 
sian election  because  this  FREEDOM  Support  assistance  is  war- 
ranted regardless  of  the  outcome. 

We  do  not  have  to  know  the  identity  of  Russia's  next  President 
to  know  that,  whoever  he  is,  he  will  have  to  work  within  institu- 
tions and  play  by  rules  that  have  changed  dramatically  in  4V2 
short  years.  First,  unlike  its  history,  the  electoral  process  in  Russia 
today  is  the  country's  most  important  source  of  power  and  legit- 
imacy. Not  only  is  Russia  in  the  middle  of  its  second  set  of  free  na- 
tional elections,  but  Russians  now  expect  their  votes  and  their 
opinions  to  be  reflected  in  public  policy.  They  never  have  before. 
U.S.  technical  assistance  has  played  a  significant  role  in  creating 
this  democratic  condition. 

Second,  whoever  wins  the  election  will  begin  his  term  under  the 
scrutiny  of  aggressive  journalists.  The  new  independent  media, 
building  on  its  role  in  exposing  the  secret  war  in  Chechnya,  is  now 
examining  Russia's  political  and  economic  leaders  with  an  intensity 
any  official  here  or  in  the  executive  branch  would  recognize.  There 
is,  admittedly,  still  too  much  flattering  attention  to  those  in  power 
but  Russia  is  well  on  the  way  to  having  a  media  as  independent 
and  rambimctious  as  our  own — a  far  cry  from  the  days  of  the  old 
Pravda.  Again,  U.S.  technical  assistance  has  played  a  significant 
role  in  creating  this  democratic  condition. 

Third,  the  next  leader  of  Russia  will  no  longer  be  the  CEO  of  a 
vast  web  of  state-owned  enterprises  that  constitutes  the  country's 
economy.  U.S. -assisted  privatization  has  moved  120,000  enterprises 
out  of  the  state  sector  and  into  the  hands  of  40  million  Russian 
shareholders.  Five  years  after  the  fall  of  the  Soviet  Union,  51  per- 
cent of  Russia's  workers  derived  their  income  from  private  enter- 
prise. Today,  more  of  Russia's  GDP  is  produced  in  the  private  sec- 
tor than  is  Italy's.  This  development,  in  itself,  is  a  massive  bulwark 
against  backsliding. 

Fourth,  new  rules  of  the  market  are  making  contract  enforce- 
ment easier,  expediting  commercial  lending  and  allowing  Russian 
entrepreneurs  and  foreign  investors  to  be  more  certain  of  their 
property  rights.  New  institutions,  such  as  the  Securities  and  Ex- 
change Commission,  are  striving  to  instill  confidence  in  fledgling 
capital  markets.  The  environment  for  business  is  growing  more 
hospitable  every  day.  U.S.  technical  assistance  has,  and  is,  playing 


a  significant  role  in  creating  this  critical  aspect  of  a  democratic  free 
enterprise  society. 

As  the  U.S.  Assistance  Program  begins  its  fourth  year  in  Russia 
and  the  other  states  of  the  former  Soviet  Union,  the  goal  remains 
to  help  these  societies  achieve  democratic  stability  and  free  market 
prosperity.  We  are  not  there  yet  and  we  are  closest  in  Russia,  but 
I  believe  we  are  very  close  to  the  point — particularly  in  Russia — 
at  which  structural  reform  becomes  institutionalized,  even  organic. 
At  that  point,  it  becomes  virtually  irreversible. 

Our  overall  goal  is  to  advance  our  most  fi>ndamental  national  in- 
terests: securing  international  stability  and  promoting  American 
prosperity  by  transforming  the  new  republics  into  free  enterprise 
democracies  and,  ultimately,  into  trading  partners.  At  the  same 
time,  we  are  helping  tens  of  millions  of  people  rebuild  and  reclaim 
what  was  lost  when  Soviet  communism  overwhelmed  them.  We  can 
all  take  pride  in  what  we  have  accomplished. 

Congress  has  supported  our  efforts  in  the  Newly  Independent 
States  from  the  beginning.  I  urge  you  to  stay  the  course  and  sup- 
port our  continuing  efforts  to  help  create  a  dramatically  new  his- 
tory. 

Chairman  Oilman.  Thank  you,  Mr.  Dine. 

[The  prepared  statement  of  Mr.  Dine  appears  in  the  appendix.] 

Chairman  Oilman.  Mr.  Ruberto. 

STATEMENT  OF  THE  HONORABLE  JOHN  RUBERTO,  DEPUTY 
ASSISTANT  TO  THE  SECRETARY  OF  DEFENSE  FOR  NUCLEAR, 
CHEMICAL  AND  BIOLOGICAL  DEFENSE  PROGRAMS  FOR  DE- 
FENSE CONVERSION,  U.S.  DEPARTMENT  OF  DEFENSE 

Mr.  Ruberto,  Mr.  Chairman  and  members  of  the  committee,  I 
am  pleased  to  appear  before  you  today  to  discuss  the  effectiveness 
of  the  Cooperative  Threat  Reduction  Program,  or  CTR.  In  this 
year's  State  of  the  Union  message.  President  Clinton  stated  that 
for  the  first  time  since  the  dawn  of  the  nuclear  age,  there  is  not 
a  single  Russian  missile  pointed  at  America's  children.  We  can  add 
to  the  President's  words  that  the  CTR  program  contributed  to  thou- 
sands of  nuclear  warheads  being  removed  from  their  missiles  and 
safety  transported  to  storage  areas  for  subsequent  disposition,  to 
hundreds  of  missiles,  submarines,  bombers  and  intercontinental 
ballistic  missile  silos  being  destroyed,  and  to  the  overall  nuclear 
threat  to  the  United  States  being  greatly  reduced. 

CTR  assistance  directly  supports  our  whole  post-cold  war  defense 
strategy  by  reducing  the  national  security  threats  posed  by  weap- 
ons of  mass  destruction  in  Russia,  Ukraine,  Kazakstan  and 
Belarus.  Not  only  a  small  fraction  of  the  cost  of  the  cold  war  deter- 
rents, CTR  assists,  destroys  and  helps  control  the  very  weapons 
which  constituted  our  greatest  national  security  threat  for  over  the 
past  50  years. 

My  remarks  today  will  focus  on  the  implementation  of  CTR  as- 
sistance and  the  accomplishments  as  we  near  the  program's  mid- 
point. 

To  date,  the  CTR  program  has  obligated  over  $1  billion.  This  in- 
vestment is  producing  dramatic  long-term  results.  In  my  opinion, 
it  is  unfortunate  that  key  events  made  possible  in  part  by  CTR  as- 
sistance have  not  received  the  fanfare  appropriate  to  their  histori- 
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cal  significance.  Specifically,  Kazakstan  and  Ukraine  no  longer 
have  nuclear  weapons  on  their  soil.  What  was  unthinkable  even  5 
years  ago  is  now  a  reality.  Later  this  year,  we  anticipate  Belarus 
will  join  Ukraine  and  Kazakstan  in  being  nuclear-weapons  free. 

CTR  assistance,  among  other  things,  includes  equipment  and 
services  for  destruction  and  dismantlement  of  missiles  and  launch- 
ers for  weapons  of  mass  destruction;  safe  and  secure  transportation 
and  storage  of  nuclear  weapons,  weapons  components  and  fissile 
materials;  the  demilitarization  or  elimination  of  the  associated  re- 
sidual weapons  infrastructure  in  Russia,  Ukraine,  Belarus  and 
Kazakstan.  The  CTR  program  has  contracted  with  over  100  U.S. 
companies  to  provide  this  equipment,  training  and  services.  Thus, 
American  companies  are  expanding  their  business  base  into  the 
former  Soviet  Union  by  working  contracts  which  span  the  four 
major  objectives  of  the  program. 

In  Russia,  CTR  assistance  has  assisted  in  the  removal  of  over 
1400  strategic  nuclear  warheads  from,  deployment.  CTR  assistance 
has  directly  contributed  to  the  elimination  of  128  submarine  launch 
ballistic  missile  launchers,  150  ICBM  silos,  35  strategic  bombers 
and  150  strategic  missiles.  Over  $110  million  worth  of  equipment 
has  been  delivered  to  Russia  to  date  for  these  efforts.  This  will 
grow  to  $180  million  worth  of  equipment  delivered  by  the  end  of 
this  year. 

By  providing  design,  equipment,  training  and  material  construc- 
tion services  through  our  contractor,  Bechtel  National,  Incor- 
porated, we  are  assisting  in  the  construction  of  a  fissile  material 
storage  facility  on  Mayak  which  will,  by  1998,  safely  and  securely 
store  nuclear  weapons  components  from  approximately  12,500  dis- 
mantled warheads.  These  components  will  be  packaged  in  50,000 
specially  designed  fissile  material  containers  which  CTR  is  also 
supplying. 

Additional  efforts  include  such  projects  as  armored  blankets, 
supercontainers,  rail  car  conversion  kits  and  emergency  support 
equipment  to  enhance  the  fissile  security  of  warheads  and  fissile 
materials  during  transport.  We  are  also  assisting  Russia  in  a 
project  which  will  strengthen  the  Russians'  ability  to  account  for 
ana  track  nuclear  warheads  scheduled  for  dismantlement. 

Our  chemical  weapons  destruction  project  is  designed  to  jump- 
start  the  elimination  of  Russia's  32,000  metric  tons  of  weaponized 
nerve  agent  stockpiled.  We  have  completed  a  joint  evaluation  of 
Russia's  two-step  destruction  technology  and  are  progressing  to- 
ward the  final  preparation  of  a  comprehensive  implementation  plan 
for  a  pilot  destruction  facility  at  the  Suchi  site.  Additional  assist- 
ance will  include  a  central  chemicals  weapons  destruction  analyt- 
ical laboratory  to  be  located  in  Moscow  to  support  the  overall  de- 
struction program,  plus  we  have  purchased  three  mobile  labora- 
tories to  provide  the  ability  to  conduct  chemical  agent  monitoring 
and  chemical  weapons  storage  assessments  at  the  seven  total  de- 
struction sites. 

But  the  CTR  program  is  far  from  being  all  Russia-focused.  CTR 
directly  assisted  the  safe  and  secure  withdrawal  of  nearly  1900  nu- 
clear warheads  from  Ulcraine  and  thus  far  has  contributed  to  the 
removal  of  about  1400  nuclear  warheads  from  Belarus  and 
Kazakstan.  In  ICazakstan,  CTR  has  awarded  a  contract  to  Brown 
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and  Root  to  provide  equipment  and  services  to  complete  the  elimi- 
nation of  all  148  SS-18's,  ICBM  silos  and  launch  control  centers. 

At  Deglan  Mountain,  the  former  Soviet  Union's  nuclear  site,  we 
have  begun  closing  and  sealing  186  nuclear  test  tunnels  where 
more  than  220  nuclear  tests  were  conducted  from  1963  to  1989.  In 
Belarus,  CTR  has  hired  Control  Demolition  Incorporated  to  elimi- 
nate the  81  fixed  structure  foundations  of  SS-25  mobile  missiles 
and  we  are  also  eliminating  the  remaining  10,000  metric  tons  of 
liquid  rocket  fuel  and  oxidizer. 

In  Ukraine,  the  initial  CTR  project  called  "Fast  Aid"  provided 
cranes,  utility  vehicles,  batteries,  tires  and  petroleum  products  to 
help  remove  the  nuclear  warheads  from  the  46  SS-24  ICBM's  sta- 
tioned in  Provomisk.  Assistance  first  arrived  in  March  1994.  Since 
then,  CTR  has  worked  with  the  government  of  Ukraine  on  a  num- 
ber of  additional  projects  to  continue  this  denuclearization.  Just  be- 
fore midnight  on  May  31,  1966,  the  last  of  Ukraine's  more  than 
1900  strategic  warheads  crossed  the  border  into  Russia  where  they 
are  scheduled  for  dismantlement.  The  result?  A  country  which  in 
1991  had  far  more  nuclear  weapons  on  its  soil  than  France,  China, 
the  United  Kingdom  and  Belarus  combined  is  now  nuclear-free. 

At  present,  Bechtel  National  is  managing  demolition  crews  at 
both  the  Provomisk  and  Kalmitzki  strategic  rocket  forces  bases 
executing  the  dismantlement  and  elimination  of  some  145  SS-19 
ICBM  launching  command  silos.  Morrison  Knudsen,  having  just 
completed  the  refurbishment  and  equipping  of  an  SS-19  missile 
elimination  facility  in  Nepakatrask  has  begun  the  neutralization 
and  scrapping  of  some  130  SS-19  ICBM's  which  were  deployed  in 
the  Ukraine.  These  two  projects  are  being  implemented  using  more 
than  the  $80  million  worth  of  equipment  already  delivered  to 
Ukraine  by  CTR. 

The  CTR  plans  to  continue  these  important  projects.  Future 
projects  in  the  remainder  of  this  year  and  into  1997  are  now  jointly 
being  planned  and  scheduled  with  the  recipient  nations.  In  Russia, 
for  example,  we  are  planning  to  complete  the  integration  of  equip- 
ment and  services  which  will  result  in  the  disposal  of  100,000  met- 
ric tons  of  liquid  propellent  from  destroyed  ballistic  missiles. 

Mr.  Campbell  [Presiding].  Mr.  Ruberto,  you  might  summarize. 

Mr.  Ruberto.  In  summary,  what  I  would  like  to  say  is  that  we 
have,  over  the  time  period  that  we  have  been  involved  in  this  pro- 
gram, learned  a  lot  of  lessons.  We  started  from  a  slow  start  in 
1994.  We  only  had  about  a  hundred  million  dollars  of  total  obliga- 
tions to  where  shortly  2  years  later  we  have  tenfold  and  a  billion 
dollars'  worth  of  obligations  and  we  continue  to  keep  on  this  track 
until  we  fulfill  the  requirements  that  we  have  established  in  our 
long-term  program  planning. 

Thank  you. 

Mr.  Campbell.  Thank  you,  Mr.  Ruberto. 

[The  prepared  statement  of  Mr.  Ruberto  appears  in  the  appen- 
dix.] 

Mr.  Campbell.  Our  next  witness  is  Ms.  Joan  Rohlfing,  the  Direc- 
tor, Office  of  Non-Proliferation  and  National  Security,  Department 
of  Energy. 

Ms.  Rohlfing. 
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STATEMENT  OF  MS.  JOAN  ROHLFING,  DIRECTOR,  OFFICE  OF 
NON-PROLIFERATION  AND  NATIONAL  SECURITY,  U.S.  DE- 
PARTMENT  OF  ENERGY 

Ms.  ROHLFING.  Thank  you,  Mr.  Campbell  and  members  of  the 
committee.  I  appreciate  the  opportunity  to  appear  before  you  this 
morning  on  behalf  of  the  Department  of  Energy  and  its  programs 
with  Russia  and  the  Newly  Independent  States. 

Since  time  is  short,  I  will  focus  my  remarks  on  highlights  of 
three  of  the  Department  of  Eners^'s  key  programs  in  the  area  of 
nuclear  safety  and  security  in  the Tormer  Soviet  Union  and  Eastern 
Europe.  I  have  more  details  in  my  written  testimony  that  I  would 
like  to  offer  for  the  record. 

Mr.  Campbell.  Without  objection,  that  will  be  admitted  into  the 
record. 

Ms.  ROHLFING.  Thank  you. 

Let  me  start  with  the  Department's  largest  program  with  Russia 
and  the  NIS,  our  Material  Protection  Control  and  Accounting  Pro- 
gram. We  call  this  our  MPC  &  A  program,  in  short.  Through  this 
program,  we  are  helping  to  strengthen  the  security  of  weapons-usa- 
ble nuclear  material  at  Russian  and  NIS  nuclear  facilities.  We  have 
been  working  at  govemment-to-govemment,  laboratory-to-labora- 
tory levels  and  directly  with  the  Russian  equivalent  of  the  U.S.  Nu- 
clear Regulatory  Commission  called  Gosatomnadzor.  We  are  work- 
ing not  only  to  improve  the  level  of  security  at  these  facilities,  but 
also  to  establish  an  indigenous  security  culture  that  actively  pro- 
tects special  nuclear  materials  at  their  source. 

In  the  2V2  years  since  this  program  began,  we  have  achieved  re- 
markable progress  and  demonstrated  real  results.  We  are  securing 
weapons-grade  material  where  it  sits,  providing  the  technology  to 
police  it,  and  moving  forward  with  agreements  that  shape  the  secu- 
rity culture  of  Russia  and  the  NIS  states.  Let  me  offer  a  few  spe- 
cific metrics. 

To  date,  we  have  helped  secure  quantities  of  material  equivalent 
to  hundreds  of  nuclear  weapons.  We  have  concluded  agreements  at 
over  35  different  nuclear  sites  representing  approximately  75  per- 
cent of  the  known  universe  of  nuclear  facilities  in  the  former  Soviet 
Union.  In  the  last  9  months  alone,  we  have  concluded  agreements 
with  Russia  to  improve  security  at  18  new  locations,  totaling  tons 
of  additional  bomb  material. 

The  Administration's  work  in  Russia  provides  experience,  tech- 
nology, procedures  and  training  where  it  is  needed  most,  especially 
where  the  potential  exists  for  nuclear  weapons  material  to  fall  into 
the  hands  of  states  and  groups  with  intentions  malicious  to  the 
United  States  or  our  interests.  These  improvements  at  these  sites 
are  real,  measurable  and  significant.  Our  access  to  these  former 
Soviet  facilities  is  unprecedented  and  growing  each  year. 

A  second  program  that  I  would  like  to  highlight  is  our  Initiative 
for  Proliferation  Prevention,  or  IPP  for  short.  This  program,  which 
complements  our  Material  Security  efforts,  seeks  to  address  a  new 
threat  to  U.S.  national  security,  the  potential  "brain  drain"  of 
former  Soviet  nuclear  weapons  experts  from  impoverished  Russia 
and  NIS  states  to  terrorist  organizations  or  rogue  countries  seeking 
to  develop  indigenous  nuclear  weapons  programs.  Specifically,  we 
are  helping  to  redirect  former  weapons  scientists,  engineers  and 
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technicians  toward  work  on  non-military  research  and  development 
that  has  commercial  potential  in  order  to  prevent  this  expertise 
from  being  used  against  U.S.  interests.  To  date,  over  200  projects 
have  been  initiated,  engaging  over  2,000  former  Soviet  weapons  sci- 
entists in  alternative  peaceful  employment  in  such  areas  as  Mate- 
rial Protection  Control  and  Accounting,  nuclear  safety,  materials 
science,  biotechnology,  and  the  like.  Not  one  of  these  projects  as- 
sists weapons  development  activities  and  we  carefully  monitor  each 
of  the  projects  through  its  life  cycle  to  ensure  that  this  is  true. 

Finally,  the  third  program  I  will  highlight  is  the  Department's 
program  to  increase  the  safety  of  Soviet-designed  nuclear  power 
plants.  I  do  not  have  to  tell  this  committee  of  the  threat  to  U.S. 
national  security  and  economic  interest  from  another  nuclear  disas- 
ter such  as  the  one  in  Chernobyl  in  1986.  In  this  regard,  we  are 
actively  working  to  establish  a  nuclear  safety  culture  and  infra- 
structure in  Russia,  the  NIS,  and  Central  and  European  states  that 
rely  upon  nuclear  power  as  part  of  their  long-term  energy  strate- 
gies. The  Department  is  also  working  to  reduce  the  most  significant 
risks  at  currently  operating  Soviet-designed  reactors  by  improving 
their  safety  systems  and  training  their  engineers  and  operators  to 
operate  these  facilities  more  safely  until  they  may  be  shut  down. 
Twenty-seven  U.S.  companies  and  several  national  laboratories 
participate  in  over  150  projects  aimed  at  ensuring  that  real 
changes  in  safety  take  hold  in  this  important  region. 

In  conclusion,  the  Clinton  administration's  work  with  Russia  and 
the  NIS  in  the  areas  of  nuclear  materials  security,  nuclear  reactor 
safety,  and  preventing  a  "brain  drain"  of  nuclear  weapons  experts 
are  yielding  significant  results.  Thank  you  very  much. 

Mr.  Campbell.  Thank  you,  Ms.  Rohlfing,  and  without  objection, 
all  witnesses'  statements  will  be  made  part  of  the  record  of  these 
hearings. 

[The  prepared  statement  of  Ms.  Rohlfing  appears  in  the  appen- 
dix.] 

Mr.  Campbell.  Ms.  Anne  Sigmund  is  our  last  witness.  She  is  the 
director  of  the  Office  of  East  European  and  Newly  Independent 
States  Affairs  of  the  USIA. 

Ms.  Sigmund. 

STATEMENT  OF  MS.  ANNE  SIGMUND,  DIRECTOR,  OFFICE  OF 
EAST  EUROPEAN  AND  NEWLY  INDEPENDENT  STATES  AF- 
FAIRS,  U.S.  INFORMATION  AGENCY 

Ms.  Sigmund.  Mr.  Campbell,  members  of  the  committee,  let  me 
summarize  my  statement  and  express  my  appreciation  for  the  op- 
portunity to  discuss  USIA's  exchange  programs  in  the  NIS. 

Since  1993,  USIA  has  brought  close  to  24,000  leaders  and  poten- 
tial leaders  from  the  NIS  to  the  United  States  on  programs  ranging 
from  academic  study  to  internships  and  professional  training. 
USIA's  exchanges  have  been  characterized  by  their  adherence  to 
national  interests;  their  cost-effectiveness,  achieved  through 
leveraging  support;  and  their  unique  ability  to  create  linkages  be- 
tween American  communities  and  the  citizens  of  the  NIS. 

Our  exchange  program  deals  with  people,  not  governments  and 
bureaucracies.  By  dealing  directly  with  reformers  who  are  commit- 
ted to  remaking  their  societies  along  democratic  lines,  and  with 
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young  people  who  are  still  open  to  new  ideas  and  eager  to  create 
something  different,  we  can  circumvent  temporary  seu^acks  in  the 
reform  process. 

One  of  the  most  important  assets  of  the  exchange  program  is  the 
involvement  of  American  communities  and  the  American  private 
sector.  For  example,  since  1994,  our  Business  for  Russia  program 
has  brought  some  1300  Russian  entrepreneurs  from  22  different  re- 
gions to  the  United  States.  Twenty-eight  American  communities 
have  served  as  hosts.  An  interest  in  receiving  Russian  businessmen 
under  this  program  far  outpaces  the  number  of  grantees  our  funds 
can  provide. 

Upon  their  return  to  Russia,  Business  for  Russia  participants 
have  established  numerous  new  companies.  Moreover,  alumni  from 
this  program  are  concluding  contracts  with  American  companies. 
They  have,  for  example,  purchased  ATM  machines  from  North 
Carolina;  storm  windows  from  Kentucky;  and  office  supplies  from 
New  York. 

The  USIA  is  now  directing  its  efforts  to  a  new  initiative.  Commu- 
nity Connections,  which  expands  upon  the  BFR  model  to  target 
leaders  in  additional  areas  of  legal  reform  and  local  government  in 
Russia,  Ukraine  and  Moldova.  Like  BFR,  Community  Connections 
will  seek  to  create  networks  of  reform-minded  leaders  with  links  to 
the  United  States.  Funding  in  Fiscal  Year  1996  will  enable  over 
1700  leaders  to  participate  in  this  program. 

With  the  assistance  of  31  hosting  organizations  from  24  states, 
we  expect  the  majority  of  these  people  to  begin  arriving  this  fall. 
Like  Business  for  Russia,  we  are  counting  on  the  relationships  that 
develop  between  the  NIS  participants  and  their  American  counter- 
parts to  continue  beyond  the  conclusion  of  USG  funding. 

Another  innovation  in  the  Fiscal  Year  1996  was  the  establish- 
ment of  modest  democracy  funds  in  Kazakstan,  Georgia,  Armenia 
and  Kyrgyztan.  This  program  will  be  expanded  to  include  Ukraine, 
Moldova,  Belarus,  Azerbaiian  and  Uzbekistan.  The  Democracy 
Commission  Program  provides  our  embassies  with  a  rapid  response 
mechanism  to  encourage  democratic  change  among  the  independ- 
ent media,  legislatures,  and  nascent  NGO's  in  their  countries. 

In  Armenia,  for  example,  under  this  program,  the  Democracy 
Commission  chaired  by  the  ambassador  has  awarded  a  small  grant 
to  the  Armenian  Parliament  to  set  up  a  press  office  that  will  im- 
prove the  Parliament's  ability  to  communicate  information  on  legis- 
lation to  the  Armenian  public. 

We  have  continued  our  more  traditional  programs  as  well.  In  the 
case  of  academic  exchanges,  our  priorities  reflect  those  of  the  coor- 
dinators' assisted  strategy.  At  the  university  level,  we  concentrate 
our  resources  on  areas  directly  linked  to  reform.  We  have  insisted 
on  competitive,  merit-based  selection  procedures.  Open  competi- 
tions have  represented  a  radical  departure  from  the  old  Soviet 
practice  of  doling  out  such  opportunities  to  the  politically  connected 
and  the  politically  correct. 

At  the  other  end  of  the  spectrum  are  our  high  school  exchanges. 
This  year,  over  1700  high  school  students  from  the  NIS  will  partici- 
pate in  a  variety  of  programs.  To  date,  some  13,000  young  people 
have  traveled  under  this  exchange.  Engaging  students  at  this  level, 
when  they  are  at  their  most  impressionable,  and  providing  them  a 
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taste  of  an  open,  free  society  will  leave  a  lasting  imprint  on  these 
future  leaders.  Upon  their  return  home,  they  are  forming  alumni 
groups  that  are  working  together  on  citizens'  and  democracy 
projects  in  their  communities. 

In  addition  to  providing  American  study  for  NIS  students,  the 
high  school  exchange  program  also  links  American  high  schools 
with  schools  in  Russia  and  Ukraine.  There  are  now  some  240  such 
partnerships. 

Under  our  Professional  Exchanges  program,  USIA  has  brought 
close  to  1200  NIS  leaders  to  the  United  States.  Their  programs 
have  focused  on  specific  issues  like  nuclear  safety,  NATO  expan- 
sion, tax  policy  and  intellectual  property  rights.  The  underlying 
purpose  of  these  programs  is  to  establish  relationships  and  ongoing 
dialogs  between  Americans  and  key  reformers  in  the  NIS. 

Mr.  Chairman,  exchanges  remain  an  essential  component  of  our 
engagement  at  the  grass  roots  level,  as  well  as  with  the  leadership 
of  the  NIS,  and  one  that  can  weather  the  political  shifts  that  will 
occur  as  these  countries  seek  to  undertake  societal  change  of  im- 
mense proportions.  We  believe  that  it  is  imperative  to  provide  and 
sustain  a  core  of  policy-grounded  exchange  activities  for  these  coun- 
tries as  a  way  to  engage  reformers  and  to  help  them  create  con- 
stituencies for  democratic  change  within  their  country. 

Thank  you  very  much. 

Mr.  Campbell.  Thank  you,  Ms.  Sigmund. 

[The  prepared  statement  of  Ms.  Sigmund  appears  in  the  appen- 
dix.] 

Mr.  Campbell.  Because  of  a  scheduling  difficulty,  the  Chair  will 
yield  first  to  the  gentlelady  fi-om  Kansas  for  questions. 

Mrs.  Meyers. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

I  would  like  to  address  a  question  first  to  Mr.  Ruberto.  You  have 
said  in  your  testimony,  on  page  four,  "Today  Kazakstan  and 
Ukraine  are  free  of  nuclear  weapons  and  we  expect  that  Belarus 
will  follow  this  year."  Then  later  you  say,  "CTR  is  assisting  these 
states  in  eliminating,  in  accordance  with  START  I  treaty,  their 
strategic  launchers."  And,  finally,  "CTR  has  facilitated  the  safe  and 
secure  removal  of  63  of  81  SS-25  launchers  from  Belarus,  deactiva- 
tion of  all  SS-24  ICBM's  and  over  one-half  of  the  SS-19  launchers 
in  Ukraine.  Expeditious  removal..."  and  so  forth. 

Now,  have  these  warheads  and  launchers  been  destroyed,  stored? 
Are  we  just  moving  them  from  one  place  to  the  other?  What  has 
happened  to  all  of  them? 

Mr.  Ruberto.  Well,  let  me  take  this  in  two  parts.  First  off,  all 
the  warheads  that  are  not  in  Russia  are  in  IJkraine,  Kazakstan 
and  Belarus,  are  being  returned  to  Russia  for  disposition. 

Mrs.  Meyers.  And  when  you  say  "disposition",  are  you  meaning 
we  are  just  taking  them  there  and  we  are  storing  them  so  that  they 
are  available,  or  vulnerable? 

Mr.  Ruberto.  Well,  that  is  a  complex  question.  What  will  occur 
is  that  Russia  will  then  end  up  with  a  number  of  warheads  that 
far  exceeds  what  they  are  required  to  maintain  their  strategic  pos- 
ture. Those  warheads,  then,  some  of  them  will  age  and  become  ac- 
tually dangerous  within  themselves  for  long-term  storage,  so  they 
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most  likely  will  be  dismantled.  So,  over  a  long  period  of  time,  a  lot 
of  these  older  warheads  will  have  to  be  dismantled. 

Once  they  are  dismantled,  then  the  question  is  how  do  you  safely 
and  securely  store  these  high-energy,  fissile  material  components 
that  result  from  the  dismantlement?  And  I  referred,  in  my  oral  tes- 
timony, to  the  Mayak  storage  facility  where  we  expect  some  50,000 
containers  of  these  dismantled  weapons  components  to  be  stored. 

Mrs.  Meyers.  I  guess  I  leave  these  hearings  always  with  the 
kind  of  feeling  that  I  do  not  really  know  whether  we  have  accom- 
plished anything  or  not.  And,  believe  me,  I  know  that  the  removal 
and  destruction  of  these  weapons  is  not  easy.  But  I  am  very  con- 
cerned about  their  finding  their  way  to  other  countries  and,  I 
mean,  I  do  not  think  Russia  is  going  to  reuse  them  again.  I  think 
what  others  have  said  about  their  move  toward  democracy  is  accu- 
rate. But  I  guess  you  really  cannot  see  into  the  future.  I  am  some- 
what concerned  about  that. 

But  mostly,  I  am  concerned  about  terrorism  and  about  the  delib- 
erate removal  because  of  the  need  for  money  to  other  countries. 
What  do  you  know  of  that? 

Mr.  RuBERTO.  Well,  let  me  first  try  to  answer  a  little  bit  more 
of  the  question.  We  have  a  robust  program  that  we  call  Chain  of 
Custody  which  tries  to  make  these  weapons  safe  and  secure 
through  their  whole  chain  of  events.  For  example,  during  transpor- 
tation we  are  provided  supercontainers.  We  are  providing  armored 
blankets.  We  provided  rail  kits  to  make  their  rail  cars  more  safe 
and  secure.  We  are  also  providing  an  automated  inventory  control 
system  such  that  the  Russians  now  have  an  automated  methodol- 
ogy of  knowing  where  every  one  of  these  weapons  are  at  any  given 
point  of  time  instantaneously.  We  are  looking  at  providing  safety 
and  security  upgrades  for  their  weapons  storage  sites,  and  on  and 
on  and  on.  So  I  think  we  have  a  pretty  comprehensive  program  for 
doing  the  best  we  can  to  make  sure  that  they  are  safe  and  secure 
during  their  whole  life  cycle  process  of  getting  to  long-term  stor- 
age— ^from  deactivation  to  storage. 

Mrs.  Meyers.  I  am  going  to  ask  one  quick  question  because  I  see 
my  time  is  almost  up  and  then  I  hope  somebody  else  follows  up  on 
this  because  I  would  like  somebody  to  give  me  a  number  on  the 
number  of  warheads  and  launchers  that  have  actually  been  de- 
stroyed. 

But  my  question  is,  the  Russians  obviously  had  some  disman- 
tling facilities  already  to  dispose  of  obsolete  missiles  that  they  had 
retired  in  the  past,  such  as  their  SS-9's.  How  much  use  is  being 
made  of  these  facilities  in  the  CTR  program? 

Mr.  RuBERTO.  Well,  we  are  not  only  making  use  of  those  facili- 
ties, we  are  providing  them  equipment  to  upgrade  their  capabilities 
and  to  help  accelerate  the  dismantlement  process  and  some  of 
these  facilities — for  example,  there  is  an  SS-18  dismantlement  fa- 
cility in  Serevatika  in  which  we  are  looking  at  doubling  the  rate 
at  which  it  can  dismantle  SS-18  missiles. 

Mrs.  Meyers.  I  wonder  if  I  could  ask  Mr.  Chairman  for  the 
record  if  we  could  have  some  kind  of  an  actual  documentation  of 
what  has  happened  to  the  weapons  that  have  been  moved  back  to 
Russia,  and  these  that  were  already  in  Russia  so  that  I  have  a  bet- 
ter picture.  Maybe  other  members  are  clearer  on  this  than  I  am, 
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but  I  have  a  feeling  we  are  moving  warheads  and  launchers  from 
place  to  place. 

What  is  the  status  of  the  concession  reported  last  year  on  the 
START  II  treaty  that  would  allow  the  export  of  former  Soviet 
ICBM's  as  space  launchers  and  what  might  this  do  to  the  missile 
technology  control  regime? 

Mr.  RuBERTO.  That  is  beyond  my  expertise  to  respond  to  that. 
Maybe  somebody  else  can  here. 

Mrs.  Meyers.  I  would  like  to  have  an  answer  to  that  on  the 
record  if 

Mr.  Campbell.  Indeed,  Mrs.  Meyers.  Perhaps  what  we  should  do 
then  is  request  Mr.  Ruberto  to  supply  what  information  he  can  in 
the  form  of  a  letter  to  the  committee. 

Mrs.  Meyers.  I  thank  you. 

Mr,  Ruberto.  We  will  supply  an  answer  to  that  for  the  record.  ^ 

Mrs.  Meyers.  Thank  you. 

Mr.  Campbell.  Thank  you,  Mrs.  Meyers. 

The  gentleman  from  Virginia,  Mr.  Moran. 

Mr.  Moran.  Thank  you,  Mr.  Campbell,  I  appreciate  it  and  I  am 
glad  to  see  someone  with  your  expertise  in  this  issue  be  on  this 
committee. 

My  concern  is  as  stated  initially. 

That  was  not  meant  as  any  reference  to  anyone  else,  I  was  just 
pleased  to  have  Mr.  Campbell  with  us.  He  is  a  thoughtful  person. 
We  need  all  the  thoughtful  people  we  can  find,  particularly  in  this 
Congress. 

When  I  started  out  the  focus  of  my  statement  was  the  dramatic 
reduction  in  assistance  and  I  really  would  like  to  hear  from  the 
witnesses  how  we  are  going  to  deal  with  that.  It  seems  to  me  that 
when  this  country  articulated  what  was  at  stake  with  the  dissolu- 
tion of  the  Soviet  Union  from  a  nuclear  security  standpoint,  par- 
ticularly, and  of  course  the  possibility  of  having  a  democratic  world, 
which  equates  to  a  more  peaceful  world,  in  the  21st  century,  and 
with  the  possibility  of  a  substantially  enlarged  market  for  our  com- 
mercial firms,  it  was  more  than  ample  justification  for  a  significant 
investment  at  this  transitional  time  on  the  part  of  the  United 
States. 

That  initial  commitment  has  been  dramatically  reduced.  I  do  not 
know  that  the  American  people  intended  that  it  be,  but  certainly 
this  Congress  has  dramatically  reduced  its  financial  commitment. 
I  have  to  believe  there  was  some  expectation  on  the  part  of  Mr. 
Yeltsin  and  the  reformers  in  Russia  that  there  would  be  some  ef- 
fort to  sustain  our  initial  level  of  funding,  but  that  clearly  has  not 
been  the  case.  So  I  would  like  some  response  on  what  the  implica- 
tions are. 

The  other  side  of  that  coin  is  that  what  assistance  we  have  given 
has  not  necessarily  been  identified  with  the  United  States.  You 
know,  we  have  not  gotten  that  much  good  will.  In  fact,  if  anything, 
on  some  of  these  programs  we  have  gotten  bad  will  out  of  it,  that 
people  felt  that  we  were  trying  to  impose  our  own  standards  and 
our  own  form  of  control  over  some  of  their  internal  operations. 


^The  response  had  not  been  supplied  at  the  time  of  printing. 
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I  think  that  there  has  been  discussion  within  state  and  defense 
and  AID,  particularly,  as  to  how  we  might  get  more  bang  for  the 
buck  in  terms  of  better  PR  in  Russia  and  the  other  Newly  Inde- 
pendent States.  And  so,  I  would  like  to  know  what  we  are  going 
to  do  with  the  reduced  level  of  funding  and  how  we  are  going  to 
get  as  much  positive  publicity  and  improve  our  bridge-building  ef- 
forts with  what  we  have  available. 

Mr.  Momingstar  seems  to  be  the  most  anxious  to  address  that 
issue,  so  let  me  ask  Mr.  Morningstar  to  start. 

Mr.  Morningstar.  Thank  you,  Mr.  Moran. 

To  emphasize  the  point  that  you  are  making,  that  even  though 
the  total  FREEDOM  Support  Act  has  gone  down  by  some  75  per- 
cent, the  amount  of  assistance  that  goes  to  Russia  under  the 
FREEDOM  Support  Act  has  literally  gone  down  by  about  90  per- 
cent. That  in  1994,  under  the  FREEDOM  Support  Act,  of  that  $2.4 
billion,  approximately  $1.6  billion  was  available  for  Russia.  In 
1996,  because  of  the  reduced  appropriation  and  because  of  several 
of  the  earmarks  that  were  made  as  part  of  the  appropriation,  the 
amount  of  money  going  to  Russia  under  the  FREEDOM  Support 
Act  is  literally  down  to  $147  million,  which  is  10  percent  of  that 
1994  number. 

There  are  a  couple  of  ramifications  of  that.  One,  I  come  from  the 
private  sector.  I  have  been  working  very  hard  with  the  agencies 
and  most  particularly  with  AID  and  Mr.  Dine  and  his  associates 
have  been  very  cooperative  in  making  programs  more  efficient  and 
reducing  costs,  reducing  large  contracts,  consolidating  programs. 
The  only  way  we  were  able  to  come  up  with  a  meaningful  budget 
for  Russia  in  1996  was  by  effectively  using  pipeline  funds  that  had 
built  up  during  1994  and  1995. 

Hgftang  said  that,  and  we  are,  I  think,  doing  the  most  we  can  at 
this  point  with  limited  funds,  I  still  believe  that  we  are  under- 
funded because  there  are  many  programs  that  should  have  greater 
funding.  I  will  give  you  just  one  example.  The  area  of  exchanges, 
which  I  happen  to  think — and  it  is  my  own  personal  opinion — is 
one  of  our  most  important  programs  because  the  more  contacts 
that  we  have  between  Americans  and  Russians,  the  better  the  long- 
term  prognosis  as  far  as  the  ultimate  transformation  that  will  take 
place  in  Russia — our  overall  exchange  program,  despite  increased 
efficiencies  for  high  school  students,  undergraduates,  graduate  stu- 
dents, the  budgeting  is  down  in  1996  by  close  to  50  percent  and 
that  is  a  pure  budgetary  issue. 

With  respect  to  the  questions  of  public  relations,  however  you 
want  to  call  it,  it  is  a  difficult  question.  There  are  many  programs 
that  we  are  not  particularly  visible  and  probably  should  not  be  visi- 
ble in  that  it  could  be  counterproductive  from  the  standpoint  of  the 
ability  to  get  things  down  if  programs  are  too  closely  associated 
with  us.  On  the  other  hand,  what  we  are  doing  now  is  we  are  try- 
ing to  emphasize  more  and  more  community-based  activities  that 
are  smaller  projects  that  will  give  us  more  bang  for  the  buck,  that 
will  have  a  positive  impact  on  a  community. 

For  example,  on  an  exchange-related  activity,  we  have  a  congres- 
sional notification  up  now  with  respect  to  a  program  that,  working 
with  Russians,  we  will  award  some  300  teachers  for  innovation  and 
so  forth   in   various   areas   across   Russia   and   Ukraine   and   the 
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schools  that  they  come  from  will  get  up  to  $2  thousand  in  contribu- 
tions of  equipment  or  whatever,  whether  it  is  computers,  books, 
whatever  their  needs  may  be.  That  is  something  that  will  help 
within  the  communities. 

We  are  working  with  the  Peace  Corps  to  further  develop  some  of 
their  programs.  For  example,  their  volunteers  sponsoring  summer 
camps  for  children  within  the  communities  at  old  Konsomo,  camps 
or  units  that  will  also  have  a  very  positive  impact  on  the  commu- 
nity. So  we  are  trying  our  best.  It  is  a  very  serious  issue  and  we 
are  concerned  about  it  because  I  think  you  are  right.  We  have  not 
received  as  much  good  will  as  we  should  have  from  our  programs. 

Mr.  Campbell.  Thank  you. 

Mr.  Dine.  Thank  you.  I  would  like  to  add  to  that. 

It  is  clear  that  the  largest  and  most  critical  country  in  the  whole 
area  to  the  United  States  is  Russia  and  yet  Congress,  over  the  last 
2  years,  has  dramatically  gone  after  Russia  and  I  think  the  impact 
is  showing.  Yes,  we  have  had  success  in  the  privatization  program, 
but  we  have  not  been  able  to  pursue  in  the  post-privatization  ef- 
forts, to  help  firms  establish  themselves,  understand  that  they 
have  to  have  democratic  governance  within  the  firms,  that  they 
have  to  stick  to  the  profit  motive  to  sustain  themselves  as  a  private 
firm.  All  that  has  largely  ended. 

In  agriculture,  Russia  is  a  country  that  certainly  knows  how  to 
grow  food  but  it  does  not  know  how  to  market  food,  we  have  basi- 
cally had  to  end  any  kind  of  program  and  not  think  through  other 
potential  programs  throughout  that  whole  area. 

In  the  health  field,  a  country  that  has  had  probably  the  most  ob- 
vious drop  in  life  expectancy  anywhere  on  the  globe  because  of  the 
ecological  devastation,  the  strain  and  stress  of  life,  the  lack  of  a 
good  diet,  the  high  consumption  of  alcohol  and  tobacco,  this  is  an 
area  that  pleads  for  outside  assistance.  But,  except  for  the  ear- 
marks on  hospital  programs,  we  are  not  involved  and  have  not 
been  able  to  pursue  that  field. 

In  the  energy  sector,  which  is  producing  the  hard  currency  for 
Russia  and  is  of  the  most  interest  to  our  corporations,  we  have  had 
some  successes.  But  we  have  not  been  able  to  go  the  whole  route. 
We  could  be  much  more  involved  in  that  area. 

I  personally  have  been  involved  in  a  study  through  the  Gore- 
Chernomydrin  Commissions  whereby  we  work  with  the  Ministry  of 
Fuel  and  Power  and  the  Ministry  of  Atomic  Energy,  as  well — the 
two  ministries — on  a  study  on  what  is  the  future  of  energy  con- 
sumption in  that  country.  Basically,  get  off  the  nuclear  dependency 
and  more  into  gas.  Less  into  coal  and  oil,  more  into  gas.  And  for 
the  little  bit  of  money  we  have  been  able  to  pursue  that  in  a  long 
way  and  there  are  going  to  be  some  World  Bank  loans  now  in  that 
field  that  never  were  before.  But,  again,  we  have  lost  the  edge.  We 
have  lost  the  edge. 

Mr,  Campbell.  Mr.  Dine,  if  I  might  interrupt. 

Mr.  Dine.  Yes. 

Mr.  Campbell.  And  the  gentleman  from  Virginia.  We  have  al- 
ready gone  over  10  minutes.  If  I  might,  we  will  come  back  to  you 
and  accommodate  some  others.  If  there  is  something  you  would  like 
to  say  in  summary,  30  seconds  would  be  appropriate. 
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Mr.  Dene.  I  think  this  program  has  had  remarkable  impact  and 
it  is  too  bad  that  we  have  not  had  as  much  funding  as  possible  be- 
cause I  think  we  could  have  shown  you  much  better  results. 

Mr.  MORAN.  Thank  you. 

Mr.  Campbell.  Mr.  Moran,  thank  you. 

Mr.  Dine. 

The  gentleman  from  Iowa,  Mr.  Leach. 

Mr.  Leach.  Thank  you,  gentlemen. 

You  referenced,  but  I  think  a  little  bit  glossed  over,  some  of  the 
circumstances  that  relate  to  crime.  The  only  reason  I  raise  this  is 
that  as  one  looks  particularly  at  the  new  Russia,  one  has  a  sense 
that  you  have  a  virtual  corrupt  democracy.  As  we  look  at  aid  from 
the  West  that  has  gone  to  Russia,  virtually  all  observers  have  come 
to  the  conclusion  that  more  than  a  little  bit  of  it  has  ended  up 
being  rotated  out  of  Russia  and  that  what  you  have  today  in  Russia 
is  an  immense  amount  of  capital  flight  that  aid  from  the  West  is 
unlikely  to  be  able  to  match. 

And  one  of  the  reasons  for  it  is,  if  you  look  institutionally  at  any 
society,  all  societies,  no  matter  how  poor,  have  some  capacity  to 
save,  some  capacity  to  develop  a  kind  of  financial  belt  recycling  of 
resources.  Russia  does  not  have  one  today.  The  banking  system  is 
a  virtual  money  laundering  enterprise  and  a  capital  flight  enter- 
prise. And  so  it  strikes  me  that  if  there  is  any  top  priority  of  aid 
to  the  West  to  help  a  sustaining  economy,  it  is  not  in  the  areas  that 
you  have  outlined  today  or  the  traditional  areas  of  foreign  aid.  In- 
stead, it  is  to  establish  a  financial  system  where  people  feel  com- 
fortable in  putting  money  to  save  and  where  money  can  be  lent  out 
on  credible  credit  term.  That  has  never  been  a  priority  of  our  aid 
program  and  I  would  simply  suggest  it  should  be  the  highest. 

Now,  we  do,  and  at  congressional  direction,  have  some  small  pro- 
grams in  the  credit  union  field  which  was  looking  at  community- 
based  circumstances.  I  would  think  the  idea  of  community-based 
commercial  banking,  community-based  credit  unions,  ought  to  be 
something  that  AID  should  look  at  extensively.  And  I  would  say, 
from  some  personal  experience,  I  spent  an  early  period  of  my 
time — actually,  when  I  was  in  the  foreign  service — on  assignment 
to  an  institution  called  The  Office  of  Economic  Opportunity  and  we 
set  up,  in  the  late  sixties,  a  number  of  credit  unions  in  poor  areas 
around  the  country  and  we  found,  from  our  experience,  that  aston- 
ishingly money  was  not  the  critical  factor  at  all.  The  critical  factor 
was  technical  assistance. 

In  Eastern  Europe,  you  have  a  great  credit  union  tradition.  You 
have  not  so  great  a  banking  tradition.  And  somehow,  how  to  put 
in  place  banking  systems  that  work  that  are  oriented  to  the  com- 
munity and  respond  to  the  community  strikes  me  as  the  only  sus- 
taining way  in  which  investment  can  be  maintained  over  a  long  pe- 
riod of  time. 

You  cite  and  you  identify  with  certain  World  Bank  lending.  The 
World  Bank  has  limitations  on  its  resources.  If  the  only  honest 
lending  in  Russia  comes  from  the  World  Bank,  it  is  going  to  be  a 
hopeless  setting.  You  have  to  have  community-based  institutions. 
And  I  would  only,  in  the  strongest  possible  way,  advise  that  AID 
give  this  a  little  different  priority  than  is  indicated,  certainly,  in 
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this  testimony.  I  would  ask  if  either  Mr.  Momingstar  or  Mr.  Dine 
would  respond. 

Mr.  MORNINGSTAR.  I  thank  you,  Mr.  Leach,  and  I  agree  with  a 
lot  of  what  you  said.  And,  in  fact,  microlending  is  an  important 
part  of  our  program  and  it  is  something  that  we  want  to  emphasize 
more  and  it  is  part  of  our  program  with  respect  to  small  business 
development  and  it  is  something  we  will  be  emphasizing  more  as 
part  of  our  community-based  activities  that  I  have  been  referring 
to. 

I  agree  with  you  that  there  have  been  issues  in  the  banking  in- 
dustry. We  are  doing  our  best  to  work  with  banks  from  the  stand- 
point of  technical  assistance,  as  well  as  from  a  volunteer  stand- 
point. The  Financial  Service  Volunteer  Corps,  which  is  chaired  by 
former  Secretary  of  State  Vance,  they  are  doing  a  terrific  job  in 
sending  people  to  work  with  the  various  banks  and  it  is  a  situation 
that  is  not  totally  cured,  obviously,  at  this  point.  But  we  are  begin- 
ning to  see  some  improvements. 

But  all  of  the  issues  that  you  raise  emphasize  the  importance  of 
the  crime  issue  and  we  are  doing  a  lot  of  things  in  that  area  and 
I  think  that  we  have  made  progress  in  our  programs  involving  the 
FBI  and  the  State  Department  with  respect  to  law  enforcement 
training  and  some  of  the  early  issues  that  were  a  couple  of  years 
ago  seem  to  have  been  eliminated.  And  I  know,  from  having  met 
with  Director  Freeh  as  well  as  several  meetings  with  Assistant  Sec- 
retary Grelbhard,  that  that  seems  to  be  going  much  better. 

But  another  thing  that  we  are  trying  to  do,  and  I  think  is  going 
to  be  very  important — maybe  more  so  in  Ukraine  that  is  in  a  some- 
what earlier  stage  than  in  Russia — is  to  tie  in  our  law  enforcement 
and  rule  of  law  programs  to  technical  assistance.  For  example,  in 
Ukraine  right  now,  that  is  in  an  earlier  stage  of  the  privatization 
process,  we  are  working  closely  in  coordinating  between  the  AID 
mission,  the  Embassy,  the  Department  of  Justice  and  the  FBI  to 
come  up  with  ways  to  insert  into  the  system  safeguards  to  protect 
against  some  of  the  problems  that  took  place,  or  allegedly  took 
place,  in  Russia  as  part  of  their  process,  as  well  as  taking  steps  to 
make  sure  that  appropriate  auditors  are  in  place  to  watch  for 
voucher  fraud.  We  have  spent  more  money  on  setting  up  the  Secu- 
rities and  Exchange  Commission  which  has  taken  the  license  away 
from  20  percent  of  the  investment  funds  that  have  been  set  up  in 
Ukraine  and  investment  funds  were  a  major  source  of  issues  in 
Russia. 

You  know,  we  are  doing  these  things.  But,  ultimately,  the  whole 
issue  of  crime  is  a  Russian  problem  and  is  a  Ukrainian  problem. 
There  is  going  to  have  to  be  the  will  within  those  governments  to 
eradicate  the  problem  and  I  think  we  are  talking  about  a 
generational  issue.  We  have  to  work  with  them,  but  ultimately  it 
is  their  problem. 

Mr.  Dine.  I,  too,  agree  with  most  of  what  you  said.  But  I  have 
to  take  issue  with  one  point,  that  we  are  not  spending  enough  time 
or  focus  or  money  on  the  whole  development  of  the  private  sector. 
In  fact,  that  is  where  most  of  our  efforts  are  going. 

Mr.  Leach.  Excuse  me.  I  am  not  saying  private  sector.  I  am  say- 
ing that  the  prerequisite  of  a  private  market  entrepreneurial  sys- 
tem is  a  financial  infrastructure  that  is  based  on  a  secure  place  for 
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society  to  put  money  to  save  and  a  reasonable  place  for  credit  to 
be  allocated.  Those  institutions  have  not  been  established. 

Mr.  Dine.  It  goes  back  to  the  earlier  point.  You  can  only  do  so 
much  with  the  amount  of  money  that  has  been  appropriated.  We 
have  spent  so  much  time  and  effort  and  technical  assistance  in  de- 
veloping this  idea  of  private  property,  private  enterprises,  breaking 
down  the  command  economy  system,  and  in  that  sense  we  have  not 
zeroed  in  on  the  banking  system,  per  se.  We  have  been  working 
with  central  banks  just  to  get  them  going  and  operating  in  a  global 
economy.  It's  the  idea  of  wnat  you  do  with  private  property,  again. 
We  trained  a  lot  of  bankers  here  in  the  United  States  as  well  as 
there,  and  provided  a  certain  amount  of  hardware  to  the  Central 
Bank  of  the  Ukraine  and  Armenia,  for  instance. 

Our  enterprise  funds  in  Russia,  Ukraine,  and  elsewhere,  have 
had  some  lending  activities.  As  you  said  earlier,  most  of  the  credit 
unions  are  in  Central  and  Eastern  Europe,  not  in  the  former  Soviet 
Union.  But  we  have  now  started  credit  unions  in  the  Ukraine.  And 
then  we  have  had  small-  and  medium-sized  enterprise  lending  pro- 
grams. But  this  is  really  a  tough  one  and  we  just  have  not  had  the 
funding  to  do  it. 

Now,  interestingly,  just  one  last  point,  in  trying  to  hit  as  many 
birds  with  one  stone  as  we  can  in  Bosnia,  we  are,  with  the  $200 
million  that  was  recently  appropriated  by  this  Congress,  trying  to 
develop  not  only  a  private  sector  qua  private  sector,  but  a  banking 
system  within  that.  So  we  are  monitoring  closely  and  working  with 
the  Central  Bank  and  this  nascent  commercial  bank  system  and 
there  are  no  results  yet,  but  hopefully  we  will  be  able  to  show 
some. 

Mr.  Leach.  Thank  you. 

Mr.  Campbell.  Thank  you,  Mr.  Leach. 

We  have  been  joined  by  the  distinguished  ranking  member  who 
graciously  yields  to  the  gentleman  from  Florida,  Mr.  Hastings. 

Mr.  Hastings.  Thank  you  very  much,  Mr.  Campbell  and  Mr. 
Hamilton.  I  will  be  as  brief  as  possible. 

Mr.  Dine,  what  do  you  make  of  the  closure  of  the  Jewish  Agency 
offices  in  Russia  and  can  you  tell  us  whether  or  not  the  exit  road 
is  being  closed;  and,  more  importantly,  are  religious  minorities 
being  persecuted? 

Mr.  Dine.  The  account  in  yesterday's  Washington  Post  I  found  to 
be  old  news.  And  I  know  that  the  U.S.  Government,  officials  of  this 
administration  at  the  highest  levels,  have  raised  this  issue  with 
their  Russian  counterparts.  In  fact,  as  we  sit  here  in  this  meeting, 
I  was  told  before  coming  in,  that  Ambassador  Pickering  is  taking 
up  this  issue  this  afternoon  with  important  members  of  the  Rus- 
sian Federation  Government. 

Everything  I  know  is  that  the  Ministry  of  Justice  seems  to  have 
pinpointed  the  Jewish  Agency's  efforts  in  Russia  out  of  the  blue. 
Whether  or  not  the  left  hand,  the  right  hand,  or  the  middle  hands 
of  this  government  know  what  is  going  on,  no  one  seems  to  be  sure. 
So  we  do  not  know  if  this  is  a  policy  of  one  particular  ministry  or 

f)art  of  a  ministry  or  if  it  is  a  national  decision.  It  does  not  look 
ike  a  national  decision. 

Also,  we  understand  that  the  flow  of  people  out  who  want  to 
leave  has  not  been  stopped.  The  high  rates  of  entrance,  immigra- 
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tion  into  Israel,  for  instance,  continue  from  Russia  and  we  expect 
that  flow  to  continue  in  accord  with  international  order  and  inter- 
national rules. 

We  are  concerned.  As  I  indicated,  Ambassador  Pickering  and  oth- 
ers have  been  and  will  continue  to  express  that  concern  and  I  hope 
we  can  get  beyond  this,  particularly  with  an  election  ending  on 
Sunday. 

Mr.  Hastings.  All  right.  Thank  you  very  much. 

Ambassador  Morningstar,  as  I  understand  your  resource  inputs 
for  assistance  to  Russia,  principally  they  are  $1.6  billion  in  Fiscal 
Year  1994,  $341  million  in  Fiscal  Year  1995,  and  because  of  ear- 
marks, $147  million  in  1996.  Now  the  President  has  requested  for 
the  1997  budget  $173  million  and  we  can  anticipate  that  that  will 
be  reduced. 

That  being  true,  and  hearing  your  statement  regarding  how  you 
had  to  go  into  the  pipeline  to  meet  your  basic  requirements,  I  guess 
my  question  is,  can  you  protect  and  promote  U.S.  interest  in  reform 
in  Russia  on  $150  million  and  do  these  funding  levels  in  any  way 
jeopardize  successful  completion  of  ongoing  projects?  It  sounds  to 
me  like  there  is  going  to  be  a  problem. 

Mr.  Morningstar.  Well,  there  is  a  problem  and  the  answer  to 
your  question  is  that  we  will  not  be  able  to  do  what  we  would  like 
to  see  done  as  well  as  would  be  the  case  with  more  money.  And 
you  are  right,  there  is  only  so  long  that  you  can  squeeze  the  pipe- 
line. 

And  sometimes  we  look  at  things  solely  from  the  standpoint  of 
budget.  But  we  really  have  to  look  at  things  as  to  how  many  dol- 
lars are  being  expended  during  a  given  period  of  time.  And,  yes, 
because  of  the  pipeline,  there  will  not  be  that  significant  a  reduc- 
tion in  actual  dollars  spent  in  1996.  But  by  the  time  you  get  to 
1997,  and  then  1998,  there  is  going  to  be  a  dramatic  difference  and 
we  will  be  doing  everything  we  can  to  be  as  efficient  as  we  can.  I 
have  described  some  of  those  efforts  already. 

Many  of  the  larger  programs  will  be  coming  down  in  size  because 
they  will  be  going  through  their  natural  course.  But  even  to  do  the 
programs  that  we  believe  are  important,  particularly  in  the  democ- 
racy area  and  the  exchanges  area  and  the  small  business  area,  I 
do  not  think  there  will  be  enough  money  over  the  next  couple  of 
years. 

Thank  you. 

Mr.  Hastings.  I  thank  you  very  much. 

I  wanted  to  get  in  one  other  quick  series  of  questions  related  to 
the  nuclear  control  area.  I  would  like  to  know  the  status,  in  capsule 
form,  of  Russia's  nuclear  industry.  Following  up  on  Mrs.  Meyers' 
question,  is  it  secure?  And  something  that  comes  up  here  all  the 
time,  has  Russia  been  selling  or  sharing  its  expertise  or  knowledge 
apart  with  reference  to  fissionable  material  and,  if  so,  to  whom? 
And  we  ask  that  all  the  time  around  here  and  we  do  not  seem  to 
get  a  clear  answer  and  I  am  not  laying  an  accusing  finger. 

Ms.  Rohlfing.  Let  me  focus  my  remarks  on  the  security  of  their 
nuclear  material.  You  talked  about  nuclear  industry  and  that  could 
be  broader  to  include  their  power  production.  But  focusing  just  on 
the  security  of  the  fissile  nuclear  materials — ^we  have  been  con- 
cerned for  several  years  and,  based  on  that  concern,  initiated  a  pro- 
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gram  to  help  instill  a  strengthened  security  culture  in  the  former 
Soviet  Union  and  we  are  now  working  with  approximately  five  dif- 
ferent sectors  of  the  nuclear  complex — the  Ministry  of  Atomic  En- 
ergy (MINATOM),  both  their  civil  and  defense  elements;  other  ci- 
vilian institutes  both  in  Russia  and  in  the  other  NIS  states;  the 
Naval  Nuclear  Fuel  Sector;  and  Gosatomnadzor  which  is  their 
equivalent  of  our  Nuclear  Regulatory  Commission.  Not  only  are  we 
working  across  those  multiple  sectors,  we  are  also  working  through 
whatever  channels  are  effective  to  engage  people  on  the  ground 
now,  at  a  large  and  still  growing  number  of  nuclear  facilities.  We 
are  actually  helping  put  technologies  in  place — materials  control 
and  accounting  systems  so  they  can  do  adequate  inventories  as  well 
as  physical  protection  systems  to  help  guard  the  materials. 

We  believe  we  have  made  real  improvements.  Let  me  just  say, 
about  a  year  and  a  half  ago  when  we  came  before  a  number  of  con- 
gressional committees  we  had  just  completed  our  first  upgrade  at 
a  civilian  institute  just  outside  of  Moscow  called  the  Kurchatov  In- 
stitute and  we  helped  secure  about  75  kilograms  of  material  there. 
In  the  subsequent  year  and  a  half,  we  have  now  secured  tens  of 
tons  of  nuclear  material  and  we  are  soon  coming  up  to  the  point 
where  we  will  have  helped  secure  hundreds  of  tons  of  nuclear  ma- 
terial. 

Mr.  Hastings.  If  I  could  just  stop  you,  Ms.  Rohlfing.  In  the  inter- 
est of  time,  I  know  that  they  need  to  move  on.  I  do  want  to  leave 
a  parting  shot. 

All  of  the  work  that  all  of  you  do  in  your  respective  areas  is  criti- 
cal to  the  fundamental  interests  of  this  country.  Somehow  or  an- 
other, the  work  that  you  do  and  the  work  that  we  do  is  not  getting 
out  to  the  American  public  satisfactorily  such  that  I  can  answer  for 
them  why  should  we  be  involved  in  the  NIS,  rather  than  dealing 
with  our  domestic  issues  at  home.  Quite  frankly,  all  of  us  need  to 
do  a  better  job  in  coordinating  our  efforts  in  that  regard. 

Thank  you,  Mr.  Chairman. 

Mr.  Campbell.  Thank  you,  Mr.  Hastings. 

The  gentleman  from  Wisconsin,  Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

I  just  have  four  questions  and  so  let  me  be  brief.  I  understand 
that  the  schools  in  Odessa,  for  example,  are  closed  during  most  of 
the  winter  because  of  a  problem  with  heating  and  I  know  they  are 
collecting  school  supplies  here  in  this  country,  tablets,  pencils, 
what-not  for  the  kids  in  Odessa  to  go  to  school. 

What  can  we  do  to  help  in  that  area,  Mr.  Ambassador? 

Mr.  MORNINGSTAR.  The  principal  thing  that  we  can  do,  which  we 
are  doing,  is  to  help  Ukraine  come  up  with  a  rational  energy  sys- 
tem and  we  are  doing  that  in  any  number  of  ways.  Our  energy  pro- 
gram with  respect  to  Ukraine  includes  work  relating  to  Chernobyl, 
but  it  also  involves  a  lot  of  work  relating  to  energy  efficiency,  as 
well  as,  of  course,  making  the  reactors  more  safe,  which  does  not 
respond  directly  to  your  question.  Energy  efficiency  does. 

One  of  the  things  that  we  have  successfully  been  able  to  help  the 
Ukrainians  do  is  to  set  up  a  competitive  energy  market  which  they 
put  into  place  in  early  April  and  which  they  now  have  four  generat- 
ing companies  that  actually  compete  to  supply  electricity  to  local 
distribution  facilities.  They  were  very  concerned  about  doing  this. 
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They  were  afraid  that  once  this  went  into  effect,  that  somehow  all 
the  lights  would  go  off.  It  has  not  and  they  are  achieving  savings 
already.  We  need  to  continue  to  work  with  them  in  this  area. 

With  respect  to  fuel,  there  have  been  times  over  the  past  several 
years  where  we  have  helped  them  with  a  supply  of  fiiel.  But  there 
is  no  way  that  we  have  the  funding,  nor  is  it  necessarily  even  wise 
policy,  that  we  spend  huge  amounts  of  money  to  literally  supply 
fuel.  Ultimately,  the  issue  has  to  be  to  help  them  reform  the  proc- 
ess that  will  allow  ultimately  for  more  efficient  energy. 

Mr.  Roth.  How  about  collecting  school  supplies?  Isn't  there 
something  that  we  can  do  to  help  in  that  area  also? 

Mr.  MoRNiNGSTAR.  With  respect  to  actual  supplies? 

Mr.  Roth.  Yes. 

Mr.  MORNINGSTAR.  That  is  something  that  we  have  to  look  into. 
I  do  not  have  an  immediate  answer  for  you  on  that. 

Mr.  Roth.  Well,  if  you  could  send  me  something  on  that,  while 
I  do  not  have  any  relatives  over  there  now,  I  used  to  before  the 
war.  And  I  know  that  the  people  in  that  reg[ion  were  really  hard- 
pressed.  And  so  I  would  like  to  see  if  there  is  not  something  that 
we  can  do  in  that  area. 

Mr.  MORNINGSTAR.  I  might  just  add  that  those  are  the  kinds  of 
activities  that  we  are  trying  to  get  more  involved  in  with  respect 
to  the  community-based  projects  that  we  are  striving  to  do  and  that 
can  be  an  area  that  would  be  helpful. 

Mr.  Roth.  If  you  would  send  me  a  little  note  on  that,  I  would 
appreciate  it.  Ambassador.  Can  you  remember  to  do  that? 

Thank  you. 

The  second  question  I  have  is  related  to  an  editorial  by  Frank 
Carlucci  and  John  Costello  about  a  month  ago,  I  think  it  was,  deal- 
ing with  the  NIS  and  what  the  private  sector  is  doing.  The  private 
sector  was  putting  in  something  like  $150  million  to  the  public  sec- 
tor's $30  million.  And  I  thought  to  myself,  'That  is  really  a  good 
program  because  you  are  really  getting  the  private  enterprise  in- 
volved." 

What  is  your  analysis  of  those  programs? 

Mr.  MORNINGSTAR.  Well,  there  are  a  whole  range  of  programs 
that  relate  to  what  you  are  talking  about  and  it  is  necessary  to  le- 
verage as  much  money  as  we  can  from  the  private  sector.  There  is 
not,  despite  all  the  discussion  here  today,  enough  money  in  all  the 
treasuries  of  the  world,  probably,  to  do  the  job  that  needs  to  be 
done  in  these  countries  and  ultimately  it  has  to  be  done  through 
the  private  sector.  To  the  extent  that  we  can  leverage  funds,  all  for 
the  best. 

Ways  in  which  we  are  doing  that  are,  of  course,  our  OPIC  pro- 
grams in  which  there  have  been  a  couple  of  billion  dollars  of  fi- 
nancing commitments  in  the  former  Soviet  Union.  Some  of  those 
projects  on  the  ground  are  not  moving  as  fast  as  we  would  like  be- 
cause of  impediments  within  those  countries.  Exem  has  become 
much  more  active  in  both  Russia  and  in  Ukraine  and  we  expect 
that  there  will  be  something  like  $700  million  of  export  financing 
from  Exem  of  various  kinds  during  the  next  year. 

Our  enterprise  funds  are  doing  a  lot  of  work  and  particularly 
with  respect  to  small  business  and  we  are  working,  of  course,  in 
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the  training  area  and  the  hke.  But  we  need  to  have  these  leveraged 
programs. 

The  work  that  Mr.  Costello  would  be  referring  to  is  specificallv 
in  the  agricultural  area  in  which  there  has  been  some  good  work 
with  some  of  the  agribusiness  companies  setting  up  partnerships  in 
Ukraine  and  in  Russia  that  have  been  very  helpful.  At  some  point, 
one  has  to  ask  the  question,  how  much  contribution  should  come 
from  the  public  sector  and  how  much  from  the  private  sector  when 
it  is  a  profit-making  enterprise,  and  that  is  sort  of  a  balance  that 
we  are  constantly  looking  at. 

Mr.  Roth.  Mr  Chairman,  I  had  two  other  questions  and  let  me 
just  ask  the  questions  so  that  they  can  respond  to  me  in  writing. 

Mr.  Campbell.  Very  fine. 

Mr.  Roth.  Unless  we  have  the  time. 

That  is  one  of  the  private  sector  programs  called  the  Food 

Mr.  Campbell.  If  you  want,  Mr.  Roth,  other  members  of  the  com- 
mittee have  been  going  on  an  average  of  2  to  5  minutes  over  time 
and  certainly  we  would  allow  you  to  do  so. 

Mr.  Roth.  OK.  Well,  thank  you.  Thank  you,  Mr.  Chairman.  I  ap- 
preciate your  indulgence. 

One  of  these  private  sector  programs  you  have  is  the  Food  Assist- 
ance Restructuring  program  and  I  am  told  that  about  $30  million 
from  U.S.  aid  has  been  leveraged  with  about  $150  million  from 
U.S.  companies.  And,  to  me,  that  sounds  good.  And  the  reason  I 
say  that  is  because  one  of  these  companies  participating  is  a  Wis- 
consin firm,  a  very  good  one  in  our  congressional  district,  called 
American  Breeder  Service,  helping  Russians  restructure  their  food 
sector  in  that  country. 

And  what  is  your  plan  for  expanding  this  program?  How  do  you 
see  this  program? 

Mr.  MORNINGSTAR.  The  program  you  are  referring  to  is,  in  fact, 
the  program  that  I  was  just  referring  to  that  Mr.  Costello  was  in- 
volved in  with  the  Citizens  Network  and  we  are  looking  at  that 
now.  We  will  be  continuing,  particularly  in  Ukraine,  to  be  provid- 
ing assistance  dollars  to  that  program  and  I  am  aware,  in  fact,  of 
the  specific  project  that  you  are  talking  about  in  Russia  and  that 
company  is  actually  having  a  serious  problem  with  its  joint  venture 
partner  right  now  which  we  are  concerned  about  and  we  are  work- 
ing to  try  to  resolve  and  which  I  can  give  you  further  information 
on  that  afterwards. 

Mr.  Roth.  Yes.  I  would  appreciate  that  very  much. 

The  last  question  is  that  President  Kuchma  has  reportedly  said 
that  agriculture  must  be  the  lead  in  his  country's  economic  recov- 
ery and  I  am  assuming  that  you  would  probably  say  that  is  correct. 

Mr.  MORNINGSTAR.  He  is  right  but  also  one  of  the  frustrations  we 
have  had  and  one  of  the  questions  that  has  been  asked  of  us  and 
of  me  is,  how  come  there  are  not  more  dollars  right  now  going  to 
agriculture  in  Ukraine.  There  still  is  an  issue  within  Ukraine  with 
respect  to  getting  agricultural  reform  policies  through  the  Rada 
and  achieving  agroindustrial  privatization,  which  goes  hand  in 
hand  with  whatever  we  do,  and  that  is  also  something  we  need  to 
push.  So  President  Kuchma  certainly  has  that  political  will.  But  a 
lot  of  what  he  is  talking  about  needs  to  get  through  their  Rada. 

Mr.  Roth.  I  thank  you,  Mr.  Ambassador. 
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Now,  let  me  see  if  I  understand.  Mr.  Ambassador,  you  are  going 
to  get  back  to  me  with  a  brief  memo  on  these  things.  Is  that  right? 
Mr.  MORNINGSTAR.  Yes. 

Mr.  Roth.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Campbell.  Thank  you,  Mr.  Roth. 

The  distinguished  ranking  member,  the  gentleman  from  Indiana. 

Mr.  Hamilton.  Thank  you  very  much,  Mr.  Chairman.  Welcome 
to  the  members  of  the  panel. 

I  had  in  front  of  me  a  few  weeks  ago  a  GAO  report  that  was  done 
last  August  and,  among  other  things,  it  said  that  there  were  23 
government  agencies  implementing  215  programs  in  the  NIS.  And 
I  guess  my  question  really  relates  to  our  focus  overall. 

I  mean,  we  funded  a  program,  at  $2.4  billion  a  few  years  ago  but 
it  has  been  sharply  reduced.  We  have  limited  resources  and,  all  of 
a  sudden,  we  have  215  programs  and  we  have  23  different  govern- 
ment agencies  administering  those  programs.  I  do  not  mean  my 
question  in  any  way  to  be  critical  of  any  of  you  because  I  know  you 
have  to  work  within  the  system  but,  surely,  that  is  not  the  best 
way  to  do  the  job,  is  it? 

Mr.  MORNINGSTAR.  Well,  it  is  not  an  easy  job.  But,  first  of  all, 
I  think  you  have  to  look  at  it  like  you  look  at  any  other  business 
and  when  you  say  that  there  are  23  agencies  doing  215  programs, 
you  would  probably  find,  I  would  argue,  that  probably  95  percent 
of  that  is  within  eight  or  nine  agencies  with  a  lot  smaller  number 
of  total  programs  and,  in  fact,  I  would  suggest  that  the  principal 
agencies  that  are  involved,  or  the  four  most  principal  agencies,  let's 
say,  are  at  this  table.  Then  you  add,  of  course,  the  finance  agencies 
and  a  few  others. 

Mr.  Hamilton.  Wouldn't  it  be  better,  then,  if  vou  let  five  or  six 
or  seven  or  eight  agencies  do  it  and  cut  out  the  otner  20? 

Mr.  MORNINGSTAR.  Not  necessarily  because  there  are,  for  exam- 
ple, some  progprams  that  may  be  small  dollar  programs  that,  let's 
say,  the  Department  of  Health  and  Human  Services  has  a  small 
$250  or  $200  thousand  program  that  involves  exchanges  of  doctors 
in  a  certain  area. 

Mr.  Hamilton.  Last  time  when  you  were  before  us  you  said  you 
wanted  to  focus  on  market  formation,  on  democracy  building,  and 
on  security  objectives,  as  I  recall. 

Mr.  MORNINGSTAR.  Right. 

Mr.  Hamilton,  Now,  why  can't  we  have  a  program  organization- 
ally that  reflects  that  so  that  you  put  very  clear  priorities  down — 
and  I  thought  you  articulated  them  very  well — but  how  do  you  get 
focus  with  all  of  these  agencies  and  programs? 

I  am  not  saying  this  money  is  wasted.  It  may  be  that  some  of 
the  programs  do  some  good.  Maybe  all  of  them  do  some  good.  But 
the  question  always  is,  what  is  in  the  American  national  interest? 
How  do  we  get  the  biggest  bang  for  the  buck  in  this  aid  program? 
The  focus  that  you  mentioned  to  us  last  year  seemed  to  me  quite 
reasonable. 

Mr.  MORNINGSTAR.  And  I  would  submit  that  there  is  that  focus 
and  that  focus  is  increasing  and  that,  again,  my  office  and  I  have 
to  keep  my  eye  on  the  ball  as  to  where  the  bulk  of  those  monies 
are  and  that,  in  fact,  if  you  take  the  three  or  four  major  areas  that 
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you  just  outlined  as  our  objectives,  I  think  that  you  will  find  that 
they  are  very  well  consolidated  into  the  various  agencies. 

Mr.  Hamilton.  Your  resources  are  being  sharply  cut. 

Mr.  MORNINGSTAR.  They  certainly  are. 

Mr.  Hamilton.  For  the  whole  program.  Which  seems  to  me  to  be 
all  the  more  reason  you  have  to  think  in  terms  of  focus. 

OK  You  have  the  point. 

Mr.  MORNINGSTAR.  I  do. 

Mr.  Hamilton.  The  second  point  is,  how  big  of  a  problem  are 
these  earmarks? 

Mr.  MORNINGSTAR.  I  think  they  are  a  problem  in  that,  for  exam- 
ple, in  Ukraine  that  there  is  not  $225  million  that  can  be  spent 
well  in  Ukraine  or  $85  million  in  Armenia  or  some  of  the  specific 
program  earmarks  are  not  valuable.  The  problem  is  balance  that 
the  effect  of  the  earmarks  in  a  reduced  budget  is  to  reduce  funds 
in  other  countries  below  what  one  might  consider,  and  I  would  con- 
sider, an  acceptable  level,  the  Russia  situation  being  one.  I  do  not 
think  we  are  spending  enough  money  in  Central  Asia  and  other 
caucuses  countries.  I  mink  Central  Asia,  as  an  example,  is  going 
to  become  an  increasingly  important  part  of  the  whole  geopolitical 
region,  given  its  strategic  location  between  Russia  and  the  Middle 
East  and 

Mr.  Hamilton.  So  the  earmarks  have  impeded  your  flexibility. 

Mr.  MORNINGSTAR.  Absolutely. 

Mr.  Hamilton.  I  am  going  to  jump  around  a  little  bit. 

It  also  caught  my  eye  that  we  have  had  a  large  number  of  high 
school  students  in  the  exchange  programs.  Now,  I  know  everybody 
thinks  exchanges  are  a  wonderful  idea  and  so  do  I.  But  I  see  that 
a  very  large  number  of  them  were  here  for  a  period  of  1  week.  I 
asked  myself  the  question,  is  this  really  the  best  way  to  get  maxi- 
mum benefit  from  exchanges,  to  have  a  large  number  of  high  school 
students,  13,000  of  them,  come  over  here  for  only  a  week?  Is  that 
the  best  way  to  get  a  bang  for  the  buck  out  of  exchanges? 

Mr.  MORNINGSTAR.  Let  me  just  say  and  Ms.  Sigmund  can  give 
details — I  think,  with  the  reduced  resources,  we  are  taking  that 
into  account  and  we  are  eliminating  the  short-term  programs  with 
respect  to  high  school  exchanges.  Maybe  I  am  wrong.  I  am  not 
aware  of  any  that  were  that  small.  I  think  there  were  some  sum- 
mer programs  that  were  being  eliminated. 

But  why  don't  you  go  ahead? 

Ms.  Sigmund.  The  bulk  of  the  high  school  program  consists  of  se- 
mester and  academic  year  study.  So,  for  example,  in  Fiscal  Year 
1996,  just  under  1200  students  were  here  for  at  least  a  semester. 
The  remaining  500  out  of  1700  who  will  have  come  are  here  for 
thematic  programs  that  last  several  weeks. 

Mr.  Hamilton.  I  had  some  information  that  from  the  period  of 
October  through  March  this  year,  a  thousand  students  came  here 
for  a  1-week  program. 

Ms.  Sigmund.  I  will  look  into  those  figures. 

Mr.  Hamilton.  Well,  I  think  you  have  told  me  what  I  principally 
am  interested  in  and  that  is  you  are  reviewing  that  and  taking  a 
look  at  it. 

You  have  the  USIA,  you  have  USAID,  you  have  the  Department 
of  Commerce,   all   of  tnem   involved   in   exchange   programs,   and 
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again,  with  declining  resources,  it  makes  some  sense  to  me  that 
you  try  to  rationahze  that  more. 

Mr.  MORNINGSTAR.  Could  I 

Mr.  Hamilton.  Now,  I  want  to  jump  around  a  Httle  bit. 

Go  ahead. 

Mr.  MORNINGSTAR.  Yes.  I  just  wanted  to  make  clear  that  you  un- 
derstood, Mr.  Hamilton,  that  we  are,  in  fact,  consolidating  ex- 
change programs  between  AID  and  USIA  and  what  we  have  found 
is  that,  from  a  cost  standpoint,  some  of  the  community-based  pro- 
fessional exchange  programs  from  USIA  were  significantly  less  ex- 
pensive and  had  the  advantage  of  a  community  base  and  in  co- 
operation with  AID  and  USIA,  we  have  taken  some  of  those  pro- 
grams that  had  been  done  by  an  AID  contractor  and  put  it  into 
USIA  at  a  much  lesser  cost. 

Mr.  Hamilton.  What  are  you  going  to  do  if  Zyuganov  wins? 

Mr.  MORNINGSTAR.  If  he  wins,  we  are  going  to,  first,  look  at  what 
he  does  and  hopefully  not  act  too  precipitously  and  that  we  are 
going  to  look  at  those  programs,  and  are  looking  at  those  programs, 
that  are  going  to  be  important  whoever  wins,  particularly  if,  in 
fact,  there  were  to  be  a  Communist  victory  and 

Mr.  Hamilton.  He  has  made  a  lot  of  statements  that  have  been 
very  anti-American.  He  has  been  pretty  tough  on  the  international 
financial  institutions.  I  would  think,  surely,  a  victory  by  him  would 
require  a  hard  reassessment.  I  know  vou  do  not  want  to  be  pre- 
mature in  any  judgment  here,  and  maybe  he  will  not  win. 

Mr.  MORNINGSTAR.  Well,  it  seems  to  me,  if  he  were  to  win,  that 
we  have  to  keep  our  eye  on  the  ball  and  we  have  to  say,  "OK,  he 
won.  He  was  elected  assumedly  in  a  free  and  fair  election."  And  our 
first  priority,  it  seems  to  me,  is  to  make  sure  that  it  is  not  the  last 
free  and  fair  election  and  that  our  programs  have  to  be  designed, 
if  he  were  to  win,  to  promote  democracy,  to  create  linkages,  to  cre- 
ate partnerships  and  to  do  as  much  as  we  can  to  have  an  effect  on 
those  people  who  are  still  pushing  for  reform  and  creating  more 
and  more  relationships,  to  the  extent  possible,  between  Americans 
and  Russians  that  will  help  preserve  or  maintain  a  democracy  over 
the  period  of  a  Zyuganov  Presidency. 

Mr.  Hamilton.  Don't  you  think  there  would  be  very  strong  pres- 
sures to  divert  resources  under  those  circumstances  away  from 
Russia  and  toward  some  of  the  other  NIS  states? 

Mr.  MORNINGSTAR.  I  think  there  probably  would  and  we  would 
have  to  look  at  how  much  those  base  democracy-related  programs 
would  cost  and  I  think  that  we  would  have  to  relook  at  what  we 
are  doing  with  these  other  parts  of  the  NIS,  which  I  would  contend 
we  ought  to  be  doing  anyway. 

Mr.  Hamilton.  One  other  thing.  We  are  keeping  our  eye  on  the 
amount  of  assistance  that  goes  to  these  consulting  firms  and  I 
think  you  have  made  some  efforts  in  the  recent  past  to  diversify 
that  more,  which  I  think  probably  has  some  merit  to  it. 

Why  don't  you  give  me  some  information  on  what  you  are  doing 
with  respect  to  how  the  money  is  distributed  among  the  various 
consulting  firms? 

Mr.  MORNINGSTAR.  Yes,  we  are  doing  that.  We  can  supply  the  in- 
formation. I  can  give  you  some  examples  now,  but  perhaps  it  is  bet- 
ter at  this  point  to  supply  it  to  you  later  in  writing. 


35-276    96-2 


30 

Mr.  Hamilton.  Very  good.  Thank  you  very  much. 

Chairman  Oilman.  Thank  you,  Mr.  Hamilton. 

[The  information  requested  can  be  found  in  the  appendix  on  page 
168.] 

Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman.  Thank  you,  witnesses, 
for  your  testimony  today.  I  will  just  pick  up  on  something  that  Mr. 
Hamilton  said  about  the  exchange  programs. 

I  think  there  was  a  lot  of  pressure  from  certain  Members  of  Con- 
gress to  start  those  and  to  start  them  in  a  big  way  and  I  hope  that 
you  do  reassess  it.  They  do  have  long-term  benefits,  but  we  have 
short-term  problems  in  funding  and,  while  I  do  not  expect  them  to 
be  eliminated,  I  hope  that,  as  you  say,  they  are  reconsidered  and 
consolidated.  There  is  a  lot  of  discussion  about  the  amount  of  ex- 
change programs  we  have  and  the  lack  of  coordination  within  the 
Federal  Government. 

I  would  like  to  go  to  the  subject  of  housing.  What  is  the  status 
of  the  housing  construction  related  to  demilitarization  efforts  in 
Russia  and  the  Ukraine  and  financed  under  the  Nunn-Lugar  pro- 
gram? Are  we  pretty  much  out  of  the  business  now?  You  know,  this 
is  a  quite  controversial  part  of  our  aid  program. 

Mr.  RUBERTO.  Well,  all  the  projects  are  underway  and  we  are 
bringing  them  to  conclusion  and  there  are  no  more  requests  for 
funding  for  any  more  housing  projects.  We  had  no  funding  request 
in  1996  or  1997  and  we  do  not  see  that  we  will  ask  for  any  more 
money  in  the  future. 

Mr.  Bereuter.  That  is  good  news. 

Since  you  are  on  the  subject  of  housing  here,  we  had  some  joint 
ventures,  as  I  understand  it,  that  were  operating  in  both  Russia 
and  the  Ukraine.  How  much  of  a  chance,  if  you  know,  do  these 
have  of  becoming  viable  enterprises? 

Mr.  Ruberto.  Well,  as  you  know,  the  environment  they  are  in 
is  very  dynamic  and  it  is  a  high-risk  environment  and  that  is  one 
of  the  reasons  why  we  sponsored  the  program  in  the  first  place  and 
we  try  to  use  these  projects  as  bell  cows  to  try  to  draw  more  of 
these  projects  forward. 

My  general  sense  is  we  are  getting  about  the  same  results  you 
would  get  in  a  venture  capital  type  of  situation.  We  are  getting 
good  results  and  bad  results  and  it  really  comes  down,  I  think,  to 
the  individuals,  the  staying  power,  the  expertise  that  is  being  em- 
ployed by  both  the  U.S.  and  the  Russian  and  Ukrainian  partners. 

Mr.  Bereuter.  So  that  would  be  the  same  sort  of  track  record, 
in  general,  within  Russia  you  are  saying  for  other  kinds  of  enter- 
prises? 

Mr.  Ruberto.  Well,  I  would  sav  it  is  pretty  typical  of  any  of  the 
engagements  we  have  across  the  ooard  between  U.S.  and  Russia  or 
Ukraine  and  Kazakstan  and  Belarusian  companies. 

Mr.  Bereuter.  I  see. 

Mr.  Morningstar,  how  has  the  State  Department  coordinated  the 
work  of  the  International  Science  and  Technology  Centers  in  Mos- 
cow and  Kiev  with  the  privately  funded  efforts  of  Mr.  George  Soros 
with  regard  to  employment  of  the  former  Soviet  weapons  scientists 
and  engineers?  Is  it  accurate  to  say,  as  I  have  sometimes  heard, 
that  since  the  American  and  other  European  allies  took  so  long  to 
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get  their  programs  up  and  running,  the  Soros  program  was  the 
only  thing  standing  between  these  individuals  and  employment  by 
rogue  regimes? 

Mr.  MORNINGSTAR.  I  do  not  know  that  that  is  the  case.  It  is  in- 
teresting, though,  that  even  as  we  speak,  our  office  is  sponsoring 
a  seminar  at  the  National  Academy  of  Sciences  where  we  are  re- 
viewing all  of  the  programs  that  relate  to  science  and  technology, 
including  the  International  Science  and  Technology  Centers;  the 
Civilian  Research  and  Development  Foundation,  in  which  we  are 
working  in  conjunction  with  Mr.  Soros;  the  IPP,  which  Ms. 
Rohlfing  talked  about  relating  to  the  Department  of  Energy;  and 
issues  with  respect  to  coordination  and  making  sure  that  each  pro- 
gram has  its  own  focus  are  being  discussed  literally  right  now. 

The  International  Science  Centers  themselves  are  now  funded. 
There  are  projects  that  are  moving  forward  and  monies  are  being 
expended.  It  is,  I  think,  a  positive  effort  from  the  standpoint  that 
it  is  multilateral  and  the  more  programs  that  we  have  in  which 
there  is  multilateral  cost  sharing,  I  think,  the  better. 

And  I  think  there  are  two  positive  results  that  are  coming  from 
that  program  as  well  as  others.  First,  there  is  a  high  degree  of 
technology  and  technology  transfer  that  can  benefit  U.S.  business 
and  ultimately  create  U.S.  jobs  and,  second,  at  least  to  the  extent 
that  they  are  working  in  the  program,  keeping  weapons  scientists 
busy  doing  constructive  things. 

Mr.  Bereuter.  I  have  one  final  question,  Mr.  Morningstar  and 
Mr.  Ruberto. 

Mr.  Morningstar  has  the  title  of  coordinator.  I  am  interested  in 
examples  under  the  Nunn-Lugar  Demilitarization  Program  of 
places  where,  in  fact,  you  are  able  to  effect  Defense  Department 
policy  with  respect  to  the  implementation  of  Nunn-Lugar?  And, 
from  your  end,  how  do  you  see  it,  Mr.  Morningstar?  From  Mr. 
Ruberto  in  DOD,  how  does  he  see  it? 

Mr.  Morningstar.  OK  I  guess  I  can  answer. 

Mr.  Bereuter.  It  is  tough  to  coordinate  an  agency  that  is  as  big 
as  the  Defense  Department  and  so  I  am  wondering  just  how  effec- 
tive your  grant  of  power  has  been. 

Mr.  Morningstar.  I  think  it  has  been  effective.  I  will  be  the  first 
to  tell  you  that  I  have  not  been  directly  involved  in  the  specific  sub- 
stance of  a  lot  of  the  work  that  is  being  done,  a  lot  of  the  technical 
matters  that  are  being  done,  for  example,  with  respect  to  weapons 
dismantlement  and  nuclear  controls.  I  have  had  an  oversight  role 
in  watching  how  the  monies  are  being  spent,  making  sure  that  the 
amount  of  obligations  and  expenditures  have,  in  fact,  been  increas- 
ing. I  have  been  involved  in  working  with  DOD  and  the  FBI  to 
push  forward  a  consolidated  report  that  must  come  to  Congress 
which  will  allow  $10  million  under  defense  appropriations  for  anti- 
nuclear  smuggling  types  of  activities  and  I  have  had  a  very,  I 
think,  strong  role  and  an  effective  role  in  those  activities  that  had 
been  traditional  Nunn-Lugar  activities  that  have  moved  out  of 
Nunn-Lugar,  including,  for  example,  some  of  the  areas  that  you 
just  talked  about — ^the  Research  and  Development  Foundation, 
International  Science  Foundation,  and  I  have  been  working  with 
respect  to  the  Nuclear  Non-Proliferation  Fund  and  generally  in  the 
areas  of  materials  control. 
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Mr.  Bereuter.  Ambassador,  thank  you. 

Mr.  Ruberto,  would  you  like  to  comment  upon  it? 

Mr.  Ruberto.  Well,  of  course,  my  background  is  as  an  implemen- 
ter  and  coming  from  U.S.  industry  I  can  make  an  analogy.  This  re- 
minds me  of  being  in  a  large  corporation  and  being  in  a  division 
and  having  certain  issues  that  come  up  that  affect  the  corporate 
policy  that  therefore  go  to  corporate  for  coordination.  And  I  can 
really  see  the  strength  of  this  activity,  especially  in  terms  of  how 
we  coordinate  all  our  activities  to  make  sure  that  we  are  imple- 
menting the  policy  of  the  Administration  correctly  and  that,  indeed, 
we  get  a  lot  of  good  impact  and  input  from  the  process. 

Mr.  Bereuter.  Mr.  Chairman,  thank  you. 

Chairman  Oilman.  Thank  you,  Mr.  Bereuter. 

Mr.  Campbell.  And  thank  you,  Mr.  Campbell,  for  chairing  in  my 
absence. 

Mr.  Campbell.  Sure. 

Chairman  Oilman.  I  had  to  meet  with  the  Speaker  and  I  regret 
I  had  to  be  out  of  the  hearing  for  awhile. 

Mr.  Campbell.  It  was  a  privilege  I  had  not  had  in  4  years  of  pre- 
vious service. 

Chairman  Oilman.  Thank  you,  Mr.  Campbell. 

Mr.  Campbell.  Thank  you,  Mr.  Chairman. 

I  wanted  to  give  Ms.  Sigmund  a  chance  to  expound  on  some  of 
the  good  things,  since  some  of  the  questions  were  a  little  bit  criti- 
cal, regarding  exchanges.  And  my  second  line  of  inquiry  regards 
housing. 

I  am  not  so  sure  I  share  my  colleague  from  Nebraska's  expressed 
skepticism,  particularly  where  providing  housing  to  former  Soviet 
troops  in  the  former  Baltics  and  former  Baltic  components  of  the 
Soviet  Union,  now  the  Free  Independent  Baltic  States.  That  may 
not  be  such  a  bad  idea.  And  so  those  are  the  two  areas  of  inquiry. 

The  first  one,  then,  I  want  to  give  Ms.  Sigmund  a  chance.  Tell 
us  some  of  what  you  consider  your  success  stories,  bearing  in  mind 
that  I  have  5  minutes,  plus  or  minus  the  standard  deviation. 

Ms.  Sigmund.  Well,  let  me  look  at  the  business  program,  for  ex- 
ample. We  have  been  evaluating  returned  alumni  under  Business 
for  Russia  and  to  give  you  a  sense  of  what  these  people  do  when 
they  return  I  would  like  to  cite  two  recent  surveys  we  did  of  a 
group  of  participants  from  Moscow  and  one  from  Chelyabinsk. 

The  Moscow  group,  we  looked  at  11  people  who  had  come  back. 
Ten  indicated  that  their  business  growth  had  been  attributable  to 
what  they  had  learned  in  the  United  States.  Six  of  those  alumni 
accounted  for  92  new  jobs.  They  had  either  expanded  their  existing 
businesses  or  opened  up  new  companies.  All  said  that  they  had 
formed  lasting  relationships  with  other  BFR  alumni,  so  the 
networking  process  was  beginning.  And  the  majority  of  them  had 
remained  in  contact  with  their  American  host  families.  This  is  an 
example  of  the  leveraging  that  goes  on  in  USIA's  exchanges.  Many 
of  these  people  stay  in  American  homes  at  no  cost  to  themselves 
or  to  the  U.S.  Oovernment. 

In  connection  with  Mr.  Hamilton's  remark  about  the  short-term 
high  school  exchanges,  I  should  have  noted  when  we  talk  about 
students  coming  for  just  a  few  weeks,  it  is  really  part  of  a  larger 
linkage  relationship  in  which  curricula  are  being  exchanged  often 
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by  computer  in  which  there  is  a  lot  of  back  and  forth  between 
linked  high  schools.  And  these  short-term  high  school  students  are 
a  part  of  that  larger  program,  so  that  it  is  deceptive  to  say  that 
they  are  here  for  only  a  week.  They  are  part  of  a  partnership  that 
has  been  created  between  an  American  high  school  and  an  NIS 
high  school. 

Mr.  Campbell.  And  in  terms  of  the  percentage,  if  you  could  give 
us  a  ballpark  of  the  money  spent  for  these  exchanges,  how  much 
is  going  to  the  high  school  program  that  you  just  described? 

Ms,  SiGMUND.  Well,  we  have  tried  to  set  up  as  equitable  a  dis- 
tribution as  possible.  All  of  these  programs  have  been  cut  by  ap- 
proximately 40  percent  in  view  of  this  year's  budget  figures.  About 
1 17  million  is  going  to  the  high  school  exchange  and  the  remaining 
money  is  going  to  graduate,  post-graduate  and  junior  faculty  ex- 
changes. 

Mr.  Campbell.  And  I  just  do  not  have  in  my  mind  what  that  re- 
maining number  is. 

Ms.  SiGMUND.  I  have  those  figures  buried  in  my  pile  of  papers. 
Rather  than  take  valuable  time 

Mr.  Campbell.  Sure.  The  choice  is  yours. 

Ms.  SiGMUND. — I  would  like  to  submit  them  to  you. 

Mr.  Campbell.  Thanks,  Ms.  Sigmund,  and  my  own  personal 
thanks  for  your  supervision  of  this  important  program. 

On  the  housing  question,  I  wonder  if  I  might  ask  any  of  the  wit- 
nesses. Mr.  Dine  appears  to  be 

Mr.  Dine.  Yes,  sir. 

Our  goal,  as  stated  in  1993  at  the  Vancouver  Summit,  in  terms 
of  an  agreement  between  Presidents  Clinton  and  Yeltsin,  was  to  fa- 
cilitate the  removal  and  the  repatriation  of  Russian  troops  then  in 
the  Baltics.  And  we  promised  to  build  5,000  units  in  Russia.  And 
the  project  has  been  so  successful  because,  first  of  all,  the  Russians 
lived  up  to  their  commitment  and  they  did  leave.  They  did  pull 
their  active  troops  out  of  the  Baltics.  Second,  as  of  a  month  or  so 
ago,  we  had  helped  to  create  at  least  4,000  living  units  in  Russia, 
in  various  cities  of  Russia.  And  we  will  finish,  hopefully  by  the  end 
of  this  calendar  year,  with  the  5,000-plus  units. 

So  we  have  provided  housing  for  we  think  at  least  12,000  Rus- 
sians. An  international  commitment  was  lived  up  to.  We  helped  to 
let  the  air  out  of  the  tensions  that  are  ongoing  between  Russia  and 
the  Baits. 

Mr.  Campbell.  Let  me  ask  one  leading  question,  admittedly  so, 
of  Mr.  Dine  or  of  the  Ambassador.  Would  you  say  that  the  program 
for  the  removal  of  Russian  troops  from  the  Baltics  is  jeopardized 
by  any  doubt  into  the  issue  about  building  housing  for  those  Rus- 
sian soldiers  back  in  Russia? 

Mr.  Dine.  The  only  doubt  was,  frankly,  in  the  beginning  when 
we  were  learning  about  Russian  society  and  a  couple  of  contracts 
that  our  contractors  made  with  the  local  Russian  officials  or  Rus- 
sian counterparts  were  broken.  But,  since  then,  in  fact,  the  Dela- 
ware company,  Ralph  Parsons,  has  been  our  main  contractor  and 
the  housing  that  we  have  built  has  gone  up  and  the  housing  that 
we  have  leased  or  helped  to  arrange  through  existing  housing  has 
gone  ahead. 
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The  only  problem  now  we  have  is  finding  enough  Russians  to  fill 
those  houses  who  meet  the  agreement.  And  the  agreement  was 
that  you  had  to  be  an  active  officer  of  the  Russian  army  in  the  Bal- 
tic countries.  Now  that  they  are  out,  they  are  scattered. 

Mr.  Campbell.  Mr.  Chairman,  might  I  ask  the  Ambassador  to 
answer  the  question  as  well? 

Chairman  Oilman.  Without  objection. 

Mr.  Campbell.  Thank  you. 

Mr.  MORNINGSTAR.  Let  me  just  add  one  point  on  the  officer  hous- 
ing question  and,  fi-ankly,  I  do  not  have  a  particular  ax  to  grind. 
This  happened,  for  the  most  part,  before  I  was  in  my  position.  In 
fact,  my  only  involvement  was  carrying  out  some  of  the  rescissions 
that  related  to  officer  housing  and  working  out  how  we  could  do 
that,  which  we  did. 

But  if  you  take  the  position  that  our  assistance  program,  the  No. 
1  priority  is  to  do  things  that  are  in  our  national  interest,  it  seems 
to  me  that  here  is  a  specific  situation  where  we  made  an  agree- 
ment; where  there  were  commitments  on  the  other  side;  where  the 
other  side  lived  up  to  its  part  of  the  bargain,  in  fact,  the  troops  did 
leave  the  Baltics.  And  it  just  seems  to  me  that  is  a  pretty  good 
deal.  And  if  we  helped  to  get  the  troops  out  of  the  Baltics  in  the 
quickest  possible  time,  that  just  seems  to  me  to  be  a  pretty  good 
deal. 

Mr.  Bereuter.  Will  my  colleague  from  California  yield? 

Mr.  Campbell.  I  do  not  believe  I  have  any  more  time,  but  if  the 
Chairman  is  not  noticing,  I  yield. 

Chairman  Oilman.  Without  objection. 

Mr.  Bereuter.  I  thank  the  gentleman. 

The  gentleman  detected  skepticism  in  my  voice,  which  was  not 
my  intention.  It  may  well  have  been  a  good  deal  for  the  time.  But 
it  is  also  an  arrangement  that  really  caused  us  to  be  battered  in 
debate,  especially  by  Democratic  colleagues  on  the  House  floor  on 
this  issue  at  a  time  when  we  were  cutting  back  housing  programs, 
or  at  least  freezing  them,  those  areas  for  low  income  areas  of  the 
country.  We  are  suggesting  this  is  a  real  dichotomy  on  focus  and 
on  the  use  of  our  resources.  So  I  think  the  important  point  is  that 
this  commitment  is  being  met  and  we  are  not  now  going  to  con- 
tinue it  so  we  will  not  have  to  face  that  kind  of  criticism  again. 

I  thank  the  gentleman  for  yielding. 

Mr.  Campbell.  Indeed. 

Mr.  Dine.  But  it  was  a  foreign  policy  success  and  we  also  learned 
about  the  housing  sector  in  Russia  from  a  macroeconomic  point  of 
view. 

Mr.  Campbell.  In  closing,  if  I  might  just  put  on  the  record,  I  ap- 
preciate very  much  my  colleague  from  Nebraska's  clarifying  what 
I  had  characterized  his  comments  to  be  and  we  still  have  the 
Kaliningrad  salient,  we  still  have  a  part  of  Russia  proper,  a  highly 
militarized  area,  trans-Baltic,  and  I  consider  it  a  very  serious  risk 
that  whether  it  is  Zyuganov  or  Yeltsin  or  another,  that  there  may 
be  an  effort  to  establish  at  least  some  military  access.  The  more  we 
can  do  to  make  that  unlikely,  the  better  for  stability  in  the  area. 

Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  Thank  you,  Mr.  Campbell. 

Mr.  Rohrabacher. 
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Mr.  ROHRABACHER.  Thank  you,  Mr.  Chairman. 

Russia  is  really  not  my  area  of  expertise  and  I  am  the  first  one 
to  admit  it  and  I  am  very  concerned  about  our  programs  there  and 
I  have,  since  1990,  basically  been  talking  about  trying  to  stress 
trade  and  developing  new  commercial  ties  between  our  countries 
rather  than  focusing  on  aid-type  programs,  although  I  do  realize 
that  much  of  our  aid  has  been  going  in  to  try  to  strengthen  and 
bolster  the  private  sector, 

I  would  like  to  submit  for  the  record,  Mr.  Chairman,  several  arti- 
cles that  are  somewhat  interesting  and  I  think  would  be  interesting 
to  people  who  are  trying  to  understand  this  issue.  One  is  from 
Reader's  Digest.  It  is,  "To  Russia  With  Cash".  The  other  one  basi- 
cally talks  about  problems  with  American  assistance  policy  toward 
the  former  Soviet  Union,  "The  Belarus  Prism",  which  appeared  in 
Demokratizatsiya  by  the  former  U.S.  ambassador  to  Belarus,  David 
Schwartz,  the  Winter  1996  edition.  And,  "The  Bull  in  the  China 
Shop:  U.S.  Aid's  Post-Soviet  Mission",  published  in  Demokrat- 
izatsiya back  in  the  spring  of  1996. 

And,  with  your  permission,  I  would  like  to  submit  these  articles 
for  the  record. 

Chairman  Oilman.  Without  objection. 

Mr.  RoHRABACHER.  I  have  two  areas  of  questioning  that  I  would 
like  to  get  into  for  a  moment.  Is  it  my  understanding  that  we  have 
5,000  living  units  that  were  built?  Is  that  the  total  that  we  have 
built  per  our  agreement? 

Mr.  Dine.  Well,  we  started  with  500  models  and  our  commitment 
was  5,000.  So  when  this  is  over  with,  you  will  see  5,500  apartments 
for  Russian  officers. 

Mr.  ROHRABACHER.  OK,  5,500.  How  many  are  done  now? 

Mr.  Dine.  About  4,000. 

Mr.  ROHRABACHER.  Right.  That  is  what  I  thought  you  said. 

And  how  much  is  it  costing  per  unit? 

Mr.  Dine.  Twenty-five  thousand  dollars  per  unit,  which  if  you 
want  to  contrast  that  with  what  the  Germans  did,  they  started  at 
$75,000  a  unit  and  I  think  they  went  over  $100,000  in  order  to  fa- 
cilitate the  exit  of  the  troops  from  Eastern  Germany. 

Mr.  ROHRABACHER.  And  have  you  been  to  see  these  houses? 

Mr.  Dine.  Yes,  I  have. 

Mr.  ROHRABACHER.  Tell  me  about  them. 

Mr.  Dine.  They  are  of  the  same  dimensions  as  other  Russian 
apartment  living — usually  a  kitchen  about  the  size  of  where  you 
are  sitting;  two  bedrooms  about  the  size  of  where  two  of  you  would 
be  sitting;  a  bathroom;  and  anywhere  between  two  and  eight  people 
living  in  these  small  quarters. 

Mr.  ROHRABACHER.  All  right. 

Well,  thank  you  very  much.  I  appreciate  that  information. 

I  think  if  I  visit  the  Soviet  Union,  I  would  like  to  visit  one  of 
these  and  see 

Mr.  Dene.  I  would  love  for  you  to  go  and  see  the  wallpaper. 

Mr.  ROHRABACHER.  The  wallpaper.  Do  they  use  it  for  wallpaper? 

All  right.  Anyway,  we  will  not  go  into  that. 

Finally,  there  is  one  question  I  would  like  to  ask  and  this  is  deal- 
ing with  another  issue.  There  is,  75  miles  north  of  Moscow,  a  nu- 
clear reactor  called  the  Dubna  and  does  anyone  have  any  details 
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about  this  particular  nuclear  reactor  and,  if  not,  I  would  appreciate 
a  report  from  you  on  this  because  I  understand  that  there  are  some 
questions  exactly  what  is  going  on  there  and  whether  or  not  the 
Russians  are  really  moving  forward  to  basically  turn  this  into  a 
commercial  plant.  What  they  are  doing.  And  are  we  aware  of  what 
they  are  doing  in  this  particular  plant  and  is  anything  being  done 
to  monitor  the  safety  of  that  facility  and  to  determine  what  is  going 
on  at  that  facility? 

Mr.  MORNINGSTAR.  It  is  interesting  that  you  mention  Dubna  and 
we  have  to  get  back  to  you  with  answers  on  that. 

Mr.  ROHRABACHER.  Oh,  OK. 

Mr.  MoRNiNGSTAR.  Well,  Ms.  Rohlfing  can  answer  that.  But  I  can 
give  you  a  specific  example. 

In  my  prior  life,  I  was  the  chief  executive  officer  of  a  company 
that  dia  business,  in  fact,  at  Dubna.  The  company  makes  filter  ma- 
terials, very,  very  small  holes — 10  to  the  minus  whatever  power — 
and  the  company,  back  in  the  late  eighties,  contracted  with  Dubna 
for  the  supply  of  that  filter  material.  My  understanding  is  that  that 
location  was  literally  the  only  site  in  which  they  were  able  to  get 
polyester  material  with  those  kinds  of  small  microporous  holes.  It 
is  also  my  understanding — I  no  longer  have  a  connection,  but — that 
the  company  is  still  purchasing  and  doing  business  with  that  facil- 
ity. I  only  mention  that  as  anecdotal  evidence  of  one  piece  of  com- 
mercial activity  and  it  is  just  pure  coincidence  that  you  happened 
to  bring  it  up.  But  Ms.  Rohlfing  may  have  some  more  details. 

Ms.  Rohlfing.  Unfortunately,  I  do  not  have  any  details  on  that 
particular  facility. 

Mr.  ROHRABACHER.  OK  And  my  staff  will  be  in  touch  with  you 
and  vice  versa  because  we  have  some  interest  in  that  area. 

[The  reply  to  Mr.  Rohrabacher  can  be  found  in  the  appendix  on 
page  168.] 

Mr.  Chairman,  I  thank  you  very  much.  And,  again,  this  is  not 
my  area  of  expertise  and  I  will  be  reading  your  testimony.  I  have 
to  fly  to  Los  Angeles.  I  spend  10  hours  on  a  plane  a  week,  so  this 
is  going  to  be  good  airplane  reading  to  read  your  testimony.  Thank 
you. 

Chairman  GiLMAN.  Thank  you,  Mr.  Rohrabacher. 

I  would  like  to  ask  all  of  our  agency  witnesses,  each  of  you,  to 
summarize  in  just  one  or  two  sentences  how  the  programs  your 
agencies  carry  out  in  the  Newly  Independent  States  serve  our 
American  national  interests. 

Mr.  Morningstar. 

Mr.  Morningstar.  I  think  that  our  greatest  national  interest  is 
our  own  security  and,  therefore,  that  anything  that  we  can  do  to 
create  stability  in  that  part  of  the  world  enhances  our  security. 
And  I  would  go  so  far  as  to  say  that  does  not  include  simply  our 
Nunn-Lugar  activities.  It  includes  our  activities  that  relate  to 
democratic  reform  and  relate  to  market  reform.  I  do  not  know  the 
last  time  that  we  have  had  a  war  with  a  democracy. 

I  know  that  there  are  difficulties  along  the  way.  That  this  is 
going  to  be  a  generational  kind  of  process.  But  I  think  that  we  need 
to  do  everything  we  can,  within  the  resources  that  we  have,  to  pro- 
mote democracy,  to  promote  market  reform,  as  well  as  to  do  those 
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specific  things  from  a  security  standpoint,  all  of  which  enhance  the 
mutual  security  of  us  and  our  colleagues  in  that  part  of  the  world. 

Chairman  GiLMAN.  Thank  you. 

Mr.  Dine. 

Mr.  Dine.  Our  greatest  national  value  is  democracy  and  we  have 
seen  the  spread  of  democracy  in  the  former  Soviet  Union.  Not  ev- 
erywhere. We  have  certainly  seen  it  with  more  expansion  and  more 
alacrity  in  Central  and  Eastern  Europe.  But  even  in  Ukraine,  we 
saw  succession  take  place  after  a  national  election  of  a  President 
defeated  and  a  new  President  coming  on  board  and  that  was  an  or- 
derly procedure. 

Our  other  great  national  value  is  the  system  of  economics  that 
we  hold  so  dear,  the  free  market.  And,  in  that  case,  we  have  been 
operating  in  the  12  republics  of  the  former  Soviet  Union  and  I 
think  that  process,  as  difficult  as  it  has  been,  is  proceeding.  I  still 
recall  a  comment  by  a  member  of  the  Kazakstan  Cabinet  who  said, 
"What  is  private  property?"  So  we  have  started  from  scratch  and 
we  have  made  our  way. 

Chairman  Oilman.  Thank  you,  Mr.  Dine. 

Mr.  Ruberto. 

Mr.  Ruberto.  As  for  the  Cooperative  Threat  Reduction  program, 
in  my  opinion,  it  is  a  high  leverage  investment  of  a  very  small  frac- 
tion of  the  Department  of  Defense's  budget  and  it  directly  address- 
es the  worst  threat  that  we  had  to  our  national  security  within  the 
past  50  years  and  it  is  fully  paying  for  the  taxpayer  dollars  that 
have  been  invested  in  it. 

Chairman  Oilman.  Thank  you. 

Ms.  Rohlfing. 

Ms.  ROHLFENG.  We  are  helping  to  strengthen  our  security 
through  helping  the  Russians  and  former  Soviet  states  secure  their 
nuclear  materials  and  keep  them  from  terrorists  and  rogue  states. 
We  are  also  helping  to  keep  their  nuclear  experts,  scientists,  tech- 
nicians from  going  to  work  for  terrorists  or  rogue  states.  And,  fi- 
nally, we  are  helping  to  sustain  these  emergent  democracies 
through  ensuring  that  there  is  not  another  Chernobyl-like  disaster 
and  we  are  doing  that  through  our  Nuclear  Reactor  Safety  pro- 
gram. 

Chairman  Oilman.  Thank  you. 

Ms.  Sigmund. 

Ms.  Sigmund.  Having  gone  through  my  papers,  I  can  now  an- 
swer Mr.  Campbell's  question  and  I  would  like  to  take  the  oppor- 
tunity to  do  so. 

Chairman  Oilman.  Yes,  please  do. 

Ms.  Sigmund.  In  Fiscal  Year  1996,  the  secondary  school  ex- 
changes were  funded  at  $22  million,  which  includes  a  $5  million 
carry-over  from  Fiscal  Year  1995.  Undergraduate  exchanges  were 
funded  at  $5.5  million  with  a  $3.5  million  carry-over  from  Fiscal 
Year  1995.  And  graduate  and  post-graduate  exchanges  will  be 
funded  at  $17  million. 

In  reference  to  Mr.  Hamilton's  concern  about  people  being  here 
for  only  a  week  under  the  high  school  program,  upon  reflection,  I 
think  he  must  be  referring  to  the  fact  that  there  is  a  1-week  Wash- 
ington orientation  program  for  the  semester  and  academic  year 
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programs  and  it  gives  a  deceptive  appearance  of  students  being 
here  for  a  much  shorter  period  of  time  than  they  actually  are. 

I  think  these  exchange  programs  are  cost-effective.  They  leverage 
support  from  American  communities.  And,  frankly,  they  are  the 
lifeline  that  in  this  volatile  environment  in  the  NIS  is  going  to  be 
essential  if  these  countries  are  to  sustain  the  reform  process. 

Chairman  Oilman.  Thank  you,  Ms.  Sigmund.  I  would  like  to  sug- 
gest that  you  might  want  to  put  that  in  writing  to  Mr.  Hamilton, 
since  he  has  already  left  our  hearing. 

Ms.  Sigmund.  I  will  do  so,  sir. 

Chairman  Oilman.  I  guess  this  would  be  best  addressed  to  Ms. 
Rohlfing.  What  is  the  likelihood  of  another  Chernobyl-style  nuclear 
reactor  problem  in  the  Newly  Independent  States;  whether  the  re- 
actor at  Chernobyl  will  be  closed  down  in  the  next  few  years  or  are 
we  going  to  be  faced  with  a  further  threat? 

Ms.  Rohlfing.  I  would  hate  to  put  any  kind  of  a  precise  estimate 
on  the  likelihood  of  another  Chernobyl-like  disaster. 

Chairman  Oilman.  There  are  other  Chernobyl-like  reactors,  are 
there  not? 

Ms.  Rohlfing.  Correct,  there  are.  And  we  are,  through  our  Inter- 
national Nuclear  Safety  program,  working  throughout  the  former 
Soviet  Union  to  help  instill  a  safety  culture,  to  help  change  their 
operating  practices,  as  well  as  to  work  on  design  changes  associ- 
ated  

Chairman  Oilman.  Are  we  making  any  progress? 

Ms.  Rohlfing.  Yes.  We  are  making  good  progress.  We  have 
agreements  to  work  at  all  60  of  the  Soviet-designed  reactor  units 
across  the  former  Soviet  Union  and  in  some  of  the,  I  should  say. 
Central  and  Eastern  European  states  as  well. 

Chairman  Oilman.  What  about  containment  domes?  Are  we 
helping  put  containment  domes  on  them? 

Ms.  Rohlfing.  No,  we  are  not.  Some  of  the  facilities  that  lack 
containment  domes,  the  RNBK  reactor  type  which  Chernobyl  was 
one  of,  once  they  are  built,  you  cannot  go  in  and  put  a  dome  over 
that  kind  of  structure. 

Chairman  Oilman.  How  many  sets  of  structures  are  there  with- 
out containment  domes?  Can  you  give  us  an  idea? 

Ms.  Rohlfing.  I  will  have  to  take  that  for  the  record. 

Chairman  Oilman.  Yes.  Would  you  please  provide  us  with  that 
information  for  the  record? 

Ms.  Rohlfing.  I  would  be  happy  to.  But  I  would  like  to  say  that 
we  are  taking  other  measures  to  mitigate  against  that  kind  of  a 
disaster,  even  absent  a  containment  dome. 

Chairman  Oilman.  Thank  you. 

[Ms.  Rohlfing's  reply  was  supplied  following  the  hearing:] 

Of  the  60  operating  Soviet-designed  reactors,  only  the  20  units  of  the  WER-IOOO 
type  have  Western  style  containment  domes.  The  remaining  40  units  of  the  WER- 
440  and  the  RBMK  (Chernobyl)  type  do  not  have  full  containment  systems. 

And  Ms.  Sigmund,  USIA  has  long  had  a  Business  for  Russia  ex- 
change program,  obviously  dedicated  to  exchanges  involving  entre- 
preneurs in  Russia.  Is  there  a  Business  for  Ukraine  exchange  pro- 
gram at  the  present  time? 

Ms.  Sigmund.  There  is  going  to  be.  Under  Community  Connec- 
tions, 635  grants  will  go  to  Ukrainians.  Approximately  half  of  that 
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will  be  for  businessmen.  The  remaining  will  be  for  legal  reformers 
and  local  government  officials. 

Chairman  Oilman.  It  is  encouraging  to  hear  that. 

Mr.  Momingstar,  in  my  absence  you  noted  innovative  efforts  that 
you  are  undertaking  to  incorporate  law  enforcement  assistance, 
Rule  of  Law  and  anti-corruption  efforts  into  our  privatization  pro- 
gram in  the  Ukraine.  Could  you  elaborate  on  that? 

Mr.  MORNINGSTAR.  Yes.  I  mentioned  a  few  specific  examples,  one 
being  the  provision  of  auditors  to  make  sure 

One  of  the  issues  that  has  been  raised  in  Russia  is  whether,  in 
fact,  privatization  vouchers  were,  in  fact,  canceled  or  somehow  re- 
circulated and  thereby  created  some  kind  of  fraud  in  the  system. 
We  have  added  safeguards  to  attempt,  at  least,  to  keep  that  from 
happening  in  Ukraine.  We  have  taken  steps  to  establish  Securities 
and  Exchange  Commission  procedures  early  in  the  process  and  I 
think  I  mentioned  earlier  in  the  testimony,  maybe  perhaps  when 
you  were  out,  that  something  like  20  percent  of  the  investment 
funds  in  the  Ukraine  have  had  their  licenses  revoked  as  a  result 
of  this  and  investment  funds  may  have  been  a  source  of  significant 
problems  in  Russia.  We  are  also  working  with  the  FBI  and  the  De- 
partment of  Justice  to  create  other  possibilities  of  doing  such. 

Also,  with  respect  to  our  organized  crime  program,  we  are  work- 
ing on  money  laundering,  other  securities  law  violations  and  also 
we  are  going  to  be  providing  some  additional  resources  this  year 
to  set  up,  again,  at  an  earlier  time  than  the  case  in  Russia,  a  cen- 
tralized share  registry  which  will  be  able  to  account  for  the  shares 
which,  again,  may  have  been  an  issue  in  Russia. 

Chairman  Oilman.  Mr.  Morningstar,  the  Russian  Chamber  of 
Commerce  reportedly  has  said  that  up  to  70  percent  of  the  busi- 
nesses in  Russia  today  are  paying  protection  to  organized  crime. 
What  assurances  can  you  give  our  committee  that  no  U.S.  privat- 
ization assistance  or  U.S.  taxpayer  monies  have  gone  to  these  orga- 
nized crime  figures? 

Mr.  MORNENGSTAR.  Well,  I  think— and  Mr.  Dine  should  jump  in — 
but  all  of  our  assistance  that  relates  to  privatization  went  into 
helping  the  actual  privatization  process  and  the  options  and  so 
forth  and  the  implementation  of  privatization  and  did  not  go  to 
specific  companies  as  such. 

So  I  think  I  can  safely  say — ^but  again,  Tom,  correct  me  if  I  am 
incorrect — that  privatization  monies  would  not  have  gone  to  compa- 
nies and  therefore  potentially  to  pay  for  protection. 

Mr.  Dine.  Remember,  Mr.  Chairman,  that  this  is  a  technical  as- 
sistance program,  not  a  cash  transfer  program.  So  there  is  no  cash 
involved. 

Chairman  Oilman.  Didn't  we  issue  vouchers  at  all  for  privatiza- 
tion? 

Mr.  Dine.  The  Russians  did. 

Chairman  Oilman.  Wasn't  that  part  of  our  joint 

Mr.  Dene.  That  was  part  of  our  program,  but  you  could  only  cash 
them  in  for  monies  that  would  buy  you  a  share  in  a  company. 

Chairman  OliJViAN.  Tell  us  a  little  more  about  that  voucher  sys- 
tem. How  much  money  did  we  supply  for  this  voucher  system  and 
what  was  it  supposed  to  be  used  for? 

Mr.  Dene.  We  printed  the  vouchers. 


40 

Chairman  Oilman.  Pardon  me? 

Mr.  Dine.  So  the  money  we  spent  went  into  printing  the  vouch- 
ers. 

Chairman  Oilman.  What  were  the  vouchers  for? 

Mr.  Dine.  Excuse  me. 

We  also  used  technical  assistance  to  put  the  program  into  oper- 
ation. 

Chairman  Oilman.  And  what  were  the  vouchers  intended  for? 

Mr.  Dine.  So  that  each  citizen  would  have  a  share  that  they 
could  then  purchase  a  part  of  a  newly  privatized  company. 

Chairman  Oilman.  What  was  the  dollar  value  of  each  voucher? 

Mr.  Dine.  Well,  it  fluctuated.  I  remember  when  I  was  in  Moscow 
at  one  point  it  was  $25.  Then  it  got  up  to  $40.  And  I  think  it  moved 
around  the  market. 

Chairman  Oilman.  How  much  did  we  allocate  for  this  program? 

Mr.  Dene.  $160  million,  I  think.  I  would  have  to  get  that  number 
back  to  you. 

[The  reply  from  Mr.  Dine  can  be  found  in  the  appendix  on  page 
????.] 

Mr.  Morningstar.  I  just  want  to  make  absolutely  clear,  Mr. 
Chairman,  that  you  understand  that  the  redeeming  of  the  vouchers 
by  any  individuals,  we  did  not  pay  individuals  the  $40  for  the 
vouchers  or  whatever.  That  all  came  from  the  Russian  Grovern- 
ment.  All  we  did  was  help  them  set  up  the  system  and  to  print  the 
vouchers. 

Mr.  Campbell  [Presiding.]  The  Chairman  had  to  take  a  call  of 
rather  great  importance,  which  he  will  probably  tell  you  about — or 
he  might  off  the  record — and  so  he  has  asked  me  to  continue  his 
list  of  questions,  which  I  will  do. 

The  question  next  on  the  Chairman's  list  is,  what  have  you  done 
to  investigate  the  reports  regarding  the  involvement  of  organized 
crime  activities  in  Russia  to  protect  the  American  taxpayer  inter- 
ests; and,  particularly,  the  Chairman  asked  me  to  draw  reference 
to  an  article  with  which  perhaps  some  of  our  panelists  are  already 
familiar  in  Reader's  Digest  entitled,  "To  Russia  With  Cash",  sub- 
titled, "Former  Communist  Hacks  and  Oangster  Bureaucrats  are 
Rolling  in  Riches  the  Result  of  Our  Misused  Money",  that  article 
by  J.  Michael  Waller. 

Is  there  any  member  of  the  panel  who  can  respond  to  that? 

Mr.  Dine.  1  do  not  know  who  Mr.  Waller  is. 

Mr.  Campbell.  He  is  identified  as  vice-president  of  the  American 
Foreign  Policy  Council  in  Washington,  DC.  The  article  is  on  page 
177  of  the  June,  1996  issue  of  Reader's  Digest. 

Mr.  Dene.  Well,  that  is  an  article  that  is  filled  with  flaws.  It  cer- 
tainly has  an  orientation,  a  tilt,  if  you  will,  saying  that  everything 
is  wrong  and  nothing  is  right.  I  guess  in  the  years  ahead  when  peo- 
ple go  to  the  dentist's  office,  they  will  still  be  seeing  it.  But  I  do 
not  consider  it  scholarly  or  fact-filled.  But  it  is  something  of  con- 
cern to  all  of  us  when  people  want  to  criticize  foreign  assistance. 

Mr.  Campbell.  Mr.  Ambassador. 

Mr.  Morningstar.  Just  to  briefly  comment  and,  at  the  risk  of 
maybe  repeating  something  that  I  said  before,  we  have  programs 
relating  to  crime.  We  have  programs  relating  to  Rule  of  Law.  I 
have  described  those.  I  believe  those  programs  are  working  a  lot 
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better  than  they  might  have  been  working  a  couple  of  years  ago. 
But  I  want  to  reiterate,  the  problem  of  crime  is  a  Russian  problem. 
It  is  not  an  American  problem.  We  have  to  work  with  them.  We 
have  to  do  what  we  can.  But  that  is  going  to  be  solved  on  a  transi- 
tional and  generational  basis  by  the  political  will  of  the  Russian 
Government  to  deal  with  that  problem  and  not  whether  we  spend 
$10,  $20  or  $30  million  relating  to  law  enforcement. 

Mr.  Campbell.  I  think  what  I  might  do,  in  the  Chairman's  ab- 
sence, is  to  make  a  request,  with  no  objection,  that  perhaps  Mr. 
Dine  or  Ambassador  Momingstar  might  give  us  the  benefit  of  your 
rebuttal  or  at  least  scholarly  criticism  of  the  article  to  which  I  re- 
ferred and  that  way,  should  other  people  refer  to  this  in  debate  on 
the  floor  or  in  committee,  I  and  others  would  be  able  to  say,  "Well, 
look.  Here  is  the  rebuttal  from  AID  or..." 

Mr.  Dine.  We  will  be  happy  to  do  that. 

Mr.  Campbell.  Thank  you  so  much. 

[The  rebuttal  from  Mr.  Dine  can  be  found  in  the  appendix  on 
page  ????.] 

The  Chairman's  next  question.  What  assurances  do  we  have  that 
U.S.  assistance  has  not  ended  up  in  the  hands  of  Russian  crimi- 
nals? 

Mr.  Dine.  The  question  I  believe,  Mr.  Chairman,  about  assist- 
ance and  potentially  ending  up  in  the  hands  of  Russian  citizens 
who  may  not  be  totally  straight.  Again,  let  me  reiterate,  we  do  not 
pass  our  transfer  cash  to  citizens.  We  work  with  governments.  We 
work  with  non-governmental  organizations  throughout  the  country. 
We  work  with  firms  in  transferring  technological  skills  and  exper- 
tise in  economics  and  finances,  whatever. 

Chairman  Oilman.  Mr.  Dine,  I  am  looking  at  the  same  June 
1996  Reader's  Digest  article. 

Mr.  Dine.  That  is  the  same  article. 

Chairman  Oilman.  Same  article,  yes,  where  $63  million  pro- 
grammed to  give  every  citizen  a  voucher  worth  $30  to  invest.  But 
the  vouchers  did  not  hold  their  value.  Communist  managers  bought 
up  millions  of  them  to  retain  control  of  the  enterprises. 

Mr.  Dine.  Whatever  is  being  asserted  here,  sir,  it  is  still  the  case 
that  this  is  not  American  money,  though.  This  was  the  way  the 
Russians  decided  to  go  about  to  unload  the  state-owned  enterprises 
and  put  it  into  the  private  sector. 

Chairman  Oilman.  But  wasn't  the  $63  million  an  AID  program? 

Mr.  Dine.  We  provided  technical  assistance  to  the  Russians  held 
responsible  for  state-owned  enterprises  to  become  privatized. 

Chairman  Oilman.  You  are  telling  me  now  that  the  $63  million 
was  not  U.S.  funds.  Is  that  what  you  are  saying? 

Mr.  Dine.  Again,  I  have  to  know  what  the  $63  million  you  are 
referring  to  is.  What  does  it  say? 

Chairman  Oilman.  It  says  that  the  U.S.  Agency  for  International 
Development  underwrote  a  $63  million  program  to  give  every  Rus- 
sian citizen  a  voucher  worth  $30  to  invest  in  privatized  properties. 
Is  that  an  inaccurate  statement? 

Mr.  Dine.  Well,  it  is  not  a  clear  statement.  It  is  not  accurate  in 
this  sense 

Chairman  Oilman.  Well,  tell  me  how  we  could  clarify  it. 


42 

Mr.  Dlne.  I  will  provide  you  great  detail  on  how  this  program 
took  effect  and,  not  only  that,  the  great  results. 

Having  said  that,  they  wanted  to  know  how  to  privatize  a  pub- 
licized economy. 

Chairman  GiLMAN.  You  are  going  to  provide  us  with  details 

Mr.  Dine.  Sure,  absolutely. 

Chairman  Oilman.  I  would  welcome  knowing  how  our  funds 
were  spent  with  regard  to  that. 

Mr.  Dine.  OK.  Very  good. 

[The  reply  from  Mr.  Dine  can  be  found  in  the  appendix  on  page 
????.] 

Chairman  Oilman.  Mr,  Momingstar,  did  you  want  to  comment? 

Mr.  Morningstar.  Yes.  I  think  I  can  at  least  clarify  it  a  little 
bit  because  I  do  think — and  I  do  not  have  the  article  in  front  of  me 
and  I  have  not  read  the  article — ^but  it  sounds  to  me  to  be  very  mis- 
leading. 

Chairman  Oilman.  The  article  is  entitled,  "To  Russia  With  Cash: 
Former  Communist  Hacks  and  Oangster  Bureaucrats  are  Rolling 
in  Riches  the  Result  of  Our  Misused  Money."  It  is  from  the  June, 
1996  Reader's  Digest,  page  177,  by  J.  Michael  Waller. 

Mr.  MORNLNGSTAR.  Right.  But  I  think  the  clarification  would  be 
that  the  work  that  we  spent  on  privatization  on  Russia,  our  total 
program,  probably  costs  somewhat  in  that  vicinity  of  some  $60-odd 
million.  Those  dollars  went  to  setting  up  and  implementing  the 
program — ^helping  to  set  up  the  auction  system,  the  public  edu- 
cation that  was  involved  with  it,  the  printing  of  vouchers,  whatever 
technical  assistance  had  to  be  done  in  connection  with  the  privat- 
ization program. 

But  what  I  think  we  need  to  make  clear  is  that  American  money 
did  not  go  to  the  redemption  of  the  vouchers.  So  that  if  an  indivia- 
ual  who  received  the  voucher  then  asked  for  it  to  be  redeemed  by 
the  government  for  $40  or  whatever  it  is,  that  was  Russian  money. 
The  $60  million  was  approximately  what  we  spent  on  technical  as- 
sistance to  help  them  do  their  privatization  program,  but  not  to 
transfer  cash  to  individuals.  And  I  think  that  is  what  is  somewhat 
misleading. 

Chairman  Oilman.  How  much  in  funds  went  to  Russia  by  way 
of  IMF? 

Mr.  Morningstar.  In  total  dollars? 

Chairman  Oilman.  Yes. 

Mr.  MoRNLNGSTAR.  I  would  have  to  get  back  with  the  specific 

Chairman  Oilman.  Does  $20  billion  sound  accurate? 

Mr.  Morningstar.  I  would  have  to  get  back  to  you  before  I 
would  say  that  it  was.  It  is  certainly  in  the  many  billions  of  dollars. 

[Mr.  Morningstar's  reply  was  supplied  following  the  hearing.] 

Since  1992  Russia  has  drawn  SDR  8.1  billion,  approximately  $11.8  billion,  under 
IMF-supported  programs  to  promote  macroeconomic  stabilization  and  structural  re- 
form. 

Chairman  Oilman.  Was  this  voucher  system  considered  to  be  an 
effective  program? 

Mr.  Morningstar.  I  think  that  is  a  matter  of  judgment. 

Chairman  OllJviAN.  What  is  your  judgment? 

Mr.  Morningstar.  My  judgment  is  as  follows.  I  am  not  going  to 
say  that  there  were  not,  or  have  not  been,  flaws  in  the  program. 
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I  will  say  that,  having  gone  through  privatization,  that  Russia  is 
better  off  and  we  are  better  off  that  Russia  went  through  that  pri- 
vatization process  than  if  it  had  not  and  that  the  theory  behind  the 
program  was  that  it  was  important  as  quickly  as  possible  to  get 
government-owned  enterprises  out  of  the  hands  of  the  government 
and  into  the  private  sector  where  the  private  sector  would 
assumedly  make  rational  decisions. 

Chairman  Oilman.  Were  there  good  examples  of  that  being  ac- 
complished? 

Mr.  MoRNiNGSTAR.  Oh,  sure.  There  are  plenty  of  companies, 
privatized  companies,  that  are  doing  quite  well. 

Chairman  Oilman.  As  a  result  of  the  voucher  program. 

Mr.  MoRNiNGSTAR.  Right,  sure.  And  there  are 

Chairman  Oilman.  Would  you  get  us  a  listing  of  those  that  bene- 
fited from  the  voucher  program? 

Mr.  MORNINGSTAR.  We  are  talking  about  something  like  70,000 
or  80,000  companies.  But  we  can  give  you  some  examples  of  compa- 
nies that  have  been  successful. 

Chairman  Oilman.  We  would  welcome  that.  Please  make  it  part 
of  the  record. 

Mr.  MORNINGSTAR.  Sure. 

But  it  is  important,  again,  to  point  out  we  are  better  off  having 
had  privatization  than  not,  and  particularly  when  you  look  at  it  in 
terms  of  the  election  coming  up.  If,  in  fact,  the  Communists  do  win 
the  election,  it  will,  in  fact,  be  much  harder  to  reverse  the  process 
because  the  privatization  process  took  place.  And,  yes,  it  was  not 
a  perfect  system.  Yes,  there  were  problems.  But,  overall,  on  bal- 
ance, I  think  we  are  much  better  off  having  done  it  and  having  60 
percent  of  the  economy  in  the  private  sector  than  if  we  had  not 
done  it. 

Chairman  Oilman.  Mr.  Dine,  you  noted  that  no  funds  went  di- 
rectly to  Russian  citizens.  Was  there  a  grant  to  the  Inter-Regional 
Bar  Association  that  may  have  had  links  to  the  KOB? 

Mr.  Dine.  I  would  have  to  look  into  that. 

Chairman  Oilman.  Would  you  look  into  it  and  let  us  know  what 
your  findings  are  and  make  it  part  of  the  record? 

Mr.  Dine.  Fine. 

[Mr.  Morningstar's  reply  was  supplied  following  the  hearing.] 

The  Inter-Regional  Bar  Association 

Searches  of  USAID  databases  in  Moscow  and  Washington,  as  well  as  enquiries 
of  relevant  program  officers,  have  failed  to  turn  up  any  reference  to  a  contract,  coop- 
erative agreement,  grant,  or  sub-grant  to  any  organization  with  this  name. 

I  have  just  a  few  more  questions. 

Ambassador  Morningstar,  in  your  testimony,  you  dedicated  a 
paragraph  to  an  explanation  of  the  Defense  Enterprise  Fund.  It  is 
my  understanding  that  responsibility  for  funding  and  implementa- 
tion of  the  DEF  will  now  be  with  the  State  Department. 

Is  that  accurate? 

Mr.  MORNINGSTAR.  Beginning  in  Fiscal  Year  1997,  yes. 

Chairman  Oilman.  Can  you  tell  us,  why  is  the  State  Department 
taking  responsibility  for  this  program,  taking  it  away  from  the  De- 
partment of  Defense? 
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Mr.  MORNINGSTAR.  Well,  we  are  not  taking  it  away  from  the  De- 
partment of  Defense.  Let  me  put  it  into  context. 

I  think  one  starts  with  the  proposition  that  the  Defense  Enter- 
prise Fund  is  a  valuable  program  because  it  is  the  only  program 
that  specifically  relates  to  projects  in  the  defense  conversion  area, 
and  we  could  go  into  pro  and  con  why  that  is  important.  That  pro- 
gram had  been  funded  through  the  defense  appropriations.  The  de- 
fense appropriators  rejected  funding  the  program  on  the  basis  that 
they  did  not  think  that  the  Defense  Department,  and  Mr.  Ruberto 
can  correct  me,  was  the  appropriate  agency  to  be  involved  in  that 
kind  of  a  fund. 

We  agreed  that  we  would  use  monies  under  the  FREEDOM  Sup- 
port Act,  if  allowed,  of  course,  by  the  various  congressional  commit- 
tees, to  fund  the  program  beginning  in  1997. 

Chairman  Oilman.  What  is  your  funding  request  for  1997? 

Mr.  MORNE^GSTAR.  Twenty  million  dollars. 

Chairman  Oilman.  Is  this  out  of  FREEDOM  Support  Act  funds? 

Mr.  MORNINGSTAR.  It  would  be  out  of  the  $640  million  in  the 
FREEDOM  Support  Act  funds. 

Chairman  Oilman.  What  other  programs  are  being  cut  in  order 
to  fund  that  program? 

Mr.  MORNINGSTAR.  Nothing  specifically  at  this  point  is  being  cut 
specifically  as  a  result  of  that.  What  we  did  is  the  budget  amount 
that  had  been  approved  by  0MB,  in  effect,  was  increased  by  $20 
million  to  take  that  into  account. 

Chairman  OllJViAN.  Will  you  be  responsible  for  implementing  that 
program  at  the  State  Department? 

Mr.  MORNINGSTAR.  We  would  be  responsible  for  the  oversight  of 
the  program,  working  with  the  Defense  Department,  as  we  have 
the  oversight  of  the  other  enterprise  funds  and,  from  that  stand- 
point, it  makes  sense  for  us  to  be  doing  it. 

Chairman  Oilman.  Can  you  tell  us  how  much  the  Congress  au- 
thorized and  appropriated  to  fund  the  DEF  to  date? 

Mr.  MORNINGSTAR.  I  think  it  is  $30  million,  but  Mr.  Ruberto  may 
have  the  exact  amount. 

Mr.  Ruberto.  In  Fiscal  Year  1994,  we  got  an  authorization  for 
$40  milHon. 

Mr.  MORNINGSTAR.  Forty  million,  excuse  me. 

Chairman  Oilman.  That  was  Fiscal  Year  1994? 

Mr.  Ruberto.  Yes. 

Chairman  Oilman.  What  about  Fiscal  Year  1995? 

Mr.  Ruberto.  We  had  no  specific  authorization  in  Fiscal  Year 
1995. 

Chairman  OllJviAN.  In  your  view,  what  amount  of  capitalization 
will  be  necessary  to  make  this  program  self-sustaining,  Mr. 
Momingstar? 

Mr.  MORNINGSTAR.  I  believe  that  the  number  that  we  have 
talked  about  is  approximately  $70  million  and  I  have  been  working 
with  the  Defense  Department  and  with  the  fund  to  get  to  the  point 
where  the  fund  can  be,  with  the  help  of  an  organization  such  as 
an  OPIC  or  other  private  type  of  financing,  continuing. 

Chairman  Oilman.  Mr.  Ruberto,  what  was  the  Defense  Depart- 
ment's estimate  of  what  would  be  needed? 
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Mr.  RUBERTO.  Well,  we  relied  in  large  part  on  what  the  Enter- 
prise Fund  themselves  tell  us  and  what  they  are  saying  right  now 
is  that  they  can  become  self-sufficient  in  the  order  of  $70  million. 

Chairman  Oilman.  GAO  has  found  that  DOD  officials  believe  the 
fund  needs  at  least  $120  million  to  become  self-sustaining. 

Do  either  of  you,  Mr.  Ruberto  or  Mr.  Momingstar,  agree  with 
GAO's  estimate? 

Mr.  Ruberto.  Well,  I  think  that  is  derived  from  the  fact  that 
originally  our  estimates  were,  and  we  had  planned  in  our  program 
planning,  to  capitalize  at  $120  million.  But  I  think  if  you  will 

Chairman  GiLMAN.  You  originally  planned  to  capitalize  it  at  $120 
million? 

Mr.  Ruberto.  Yes.  We  had  the  planning  in  our  long-term  plan 
to  do  that. 

However,  I  think,  based  upon  the  performance  of  the  Defense  En- 
terprise Fund  and  the  assessment  of  its  portfolio  and  its  ability  to 
do  capital  turns  on  some  of  the  original  investments  it  has  and,  in 
addition  to  that,  attracting  private  capital,  that  they  have  dropped 
their  estimate  to  $70  million  now. 

Chairman  Gilman.  Do  you  then  all  agree  that  $70  million  will 
be  the  amount  that  is  needed? 

Mr.  Morningstar? 

Mr.  Morningstar.  I  think  we  are  in  agreement  on  that. 

Chairman  Gilman.  And  you  have  $30  million  now. 

How  do  you  anticipate  raising  the  remainder? 

Mr.  Morningstar.  There  would  be,  what,  $20  million — well,  you 
are  looking  at  reprogramming  some  funds  from  1996  funds  and 
then  $20  milHon  in  1997. 

Mr.  Ruberto.  No.  We  are  looking  at  reprogramming  some  of  our 
1994  funds  under  our  existing  authority 

Mr.  Morningstar.  Right.  Excuse  me. 

Mr.  Ruberto. — to  add  another  $20  million. 

Chairman  GiLMAN.  When  do  you  plan  to  send  that  reprogram- 
ming i-equest  to  the  Congress? 

Mr,  Ruberto.  Well,  it  is  in  our  internal  coordination  process 
right  now  and,  as  I  said,  it  is  a  planning  document  at  this  point 
and  it  is  not  fully  coordinated  and  been  approved  by  the  Secretary 
of  Defense  yet. 

Chairman  Gilman.  So,  at  this  point  we  do  not  have  any  approval 
out  of  your  agency? 

Mr.  Ruberto.  That  is  correct. 

Chairman  Gilman.  For  reprogramming? 

Mr.  Ruberto.  This  is  an  internal  reprogramming  through  notifi- 
cations inside  the  CTR  appropriations. 

Chairman  Gilman.  Ambassador  Morningstar,  do  we  really  need 
another  enterprise  fund  in  the  former  Soviet  Union?  We  already 
have  several  enterprise  funds  operating  in  the  states  of  the  former 
Soviet  Union  with  financing  provided  through  the  FREEDOM  Sup- 
port Act  program.  There  is,  for  example,  the  U.S. -Russia  Invest- 
ment Fund,  the  Western  NIS  Enterprise  Fund,  the  Central  Asian- 
American  Enterprise  Fund.  Do  you  really  think  we  need  another 
enterprise  fund? 

Mr.  Morningstar.  The  value  of  a  Defense  Enterprise  Fund — and 
it  is  something,  I  know,  that  Secretary  Perry  feels  very  strongly 
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about — is  that  there  be  one  fund  that  is  focused  toward  the  activi- 
ties of  defense  faciHties  so  as  to  be  able  to  take  technologies  from 
those  defense  facilities,  set  up  joint  venture  types  of  operations  that 
would  be  of  value  to  American  business  as  well  as  could  help  to  de- 
flect work  being  done  at  those  facilities  into  commercial  means. 
And  for  that  reason,  I  would  certainly  support  that  there  be  such 
a  fund.  And  so  it  does  really  have  a  different  purpose  than  the 
other  funds. 

Chairman  Oilman.  I  would  think  that  if  the  Defense  Secretary 
feels  so  strongly  about  this,  then  the  Defense  Department  should 
be  funding  this  fund. 

The  committee  is  going  to  be  undertaking  an  extensive  review  of 
the  enterprise  funds  and,  while  we  are  doing  that,  I  do  not  think 
that  we  should  be  taking  a  look  at  any  additional  funding  and  we 
will  be  reserving  our  decisions  on  that  until  we  have  had  a  full  re- 
view of  all  of  the  enterprise  funds.  And  I  would  urge  the  Defense 
Department  to  take  a  good  hard  look  at  why  we  may  need  another 
enterprise  fund. 

Mr.  MORNINGSTAR.  Could  I  just  add  one  thing? 

Chairman  Oilman.  Yes. 

Mr.  MORNINGSTAR.  I  think  you  do  raise  a  very  important  ques- 
tion. 

On  the  other  hand,  I  would  hate  to  see  the  Defense  Enterprise 
Fund  fall  because  the  defense  appropriators  think  that  it  ought  to 
be  handled  under  the  150  account,  and  authorizers,  and  150  ac- 
count authorizers  and  appropriators  think  it  ought  to  be  handled 
under  the  defense  appropriations.  And  if  the  Defense  Enterprise 
Fund  should  not  happen,  it  should  not  happen  on  the  merits,  not 
because  two  parts  of  Congress  are  fighting  as  to  where  it  ought  to 
be  funded. 

Mr.  RUBERTO.  Just  if  I  might  add  one  more  thing. 

Chairman  Oilman.  Yes,  Mr.  Ruberto. 

Mr,  Ruberto.  This  fund  has  an  excellent  performance  history  in 
the  short  period  of  time  it  has  already  been  in  place.  They  already 
have  eight  deals  put  in  place  where  they  have  leveraged  something 
like  six-to-one — $20  million  of  their  own  investment  to  $120  million 
of  private  investment.  They  have  a  pipeline  of  25  to  30  deals  aver- 
aging between  $2  and  $3  million  each  that  they  are  ready  to  imple- 
ment. 

Chairman  Oilman.  We  hope  that  you  would  think  through  why 
we  need  so  many  of  these  enterprise  funds,  whether  there  is  any 
overlap  among  them  and  why  the  Defense  Department  should  not 
be  funding  the  Defense  Enterprise  Fund. 

Without  objection,  the  Chair  will  submit  to  the  agencies  rep- 
resented here  today  questions  in  writing  by  our  members  related 
to  the  topics  discussed  in  the  hearing.  The  committee  would  appre- 
ciate an  expeditious  response  in  writing  by  the  agencies  for  the 
record. 

I  want  to  thank  our  panelists  for  their  patience  and  for  being 
here  today.  The  committee  stands  adjourned. 

[Whereupon,  at  12:42  p.m.,  the  committee  was  adjourned.] 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  appear  before 
you  today  to  discuss  the  outlook  for  U.S.  assistance  to  the  New 
Independent  States  of  the  former  Soviet  Union.   My  colleagues 
and  I  are  eager  to  give  you  a  status  report,  and  to  describe 
our  plans  for  next  year. 

We  continue,  as  we  have  from  the  start,  to  provide  assistance 
to  the  New  Independent  States  because  it  is  strongly  in  our 
national  interest.   The  U.S.  assistance  effort  has  evolved  and 
changed  in  response  to  lessons  learned,  ongoing  change  in  the 
NIS,  and  budgetary  constraints,  but  the  bottom  line  test  for  - 
all  of  our  assistance  is  how  does  the  work  promote  stability 
and  mutual  security  to  best  serve  our  national  interests. 

When  the  former  Soviet  Union  broke  up  over  four  years  ago,  the 
United  States  took  the  lead  to  provide  assistance  to 
reformers.   We  continue  to  have  the  opportunity,  and  the 
responsibility,  to  support,  help,  and  encourage  the  many,  many 
citizens  and  organizations  that  are  driving  economic  and 
political  change  in  the  NIS,  and  we  must  take  it. 

Four  years  ago,  these  countries  embarked  on  the  long  and 
grueling  path  to  break  down  a  bankrupt  command  economy  and 
totalitarian  political  system  to  create  new  freedoms  and 
economic  opportunities  for  themselves.   Tremendous  progress  has 
been  made;  nonetheless,  in  many  ways  the  most  difficult  phase 
of  the  transition  for  the  average  citizen  is  now,  and  we  are 
taking  these  great  hardships  into  account  as  we  adjust 
strategies  and  priorities  for  the  future.   At  the  same  time, 
our  mutual  security  with  the  NIS  countries  is  incomparably 
improved  today.   We  at  this  table,  with  the  input  and  support 
of  you  and  your  staff,  are  working  hard  to  design  a  FY97 
program  that  takes  full  stock  of  current  political  and  economic 
developments,   and  that  continues  the  kind  of  support  that  is 
of  such  critical  importance  to  our  national  interest,  and  to 
the  thousands  of  reform  leaders  and  numerous  constituencies  for 
change  in  the  NIS  region  that  represent  a  future  of  stability 
and  growth. 

(47) 
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Today,  I  would  like  to  outline  the  principles  that  guide  our 
assistance  effort  and  discuss  some  of  the  results  of  the 
program  so  far,  in  order  to  introduce  our  FY97  program  in  each 
major  program  area. 

The  Challenge:   Achieve  th*^  Same  Fundamental  Objectives  with 
Less  Money  and  Tighter  Focus 

To  guide  our  overall  assistance  and  cooperative  efforts,  we 
have  established  three  fundamental  objectives: 

o     to  enhance  United  States  and  NIS  security  through 
cooperative  threat  reduction  and  non-proliferation 
efforts; 

o     to  promote  democratic  governments  and  civil  societies; 

o     to  help  establish  competitive  market  economies  and 
support  bilateral  trade  and  investment. 

Our  NIS  assistance  program  faces  the  challenge  of  meeting 
ongoing  needs  with  declining  resources.   The  FY96  appropriation 
for  NIS  assistance  under  the  FREEDOM  Support  Act  was  $641 
million,  down  significantly  from  the  $2.5  billion  in  FY94 
(including  the  FY93  supplemental  and  the  direct  EXIM 
appropriation)  and  $850  million  in  FY95.   For  Russia  the  drop 
has  been  even  steeper:  from  $1.6  billion  two  years  ago  to  less 
than  one-tenth  of  that  this  year.   Ukraine  and  Armenia,  on  the 
other  hand,  are  receiving  larger  amounts  in  this  year' s 
program.   For  FY97  we  are  seeking  essentially  level  funding  for 
the  NIS  assistance  account;  the  President  has  requested  $640 
million  in  his  budget. 

The  reductions  in  overall  resources  for  NIS  assistance,  coupled 
with  the  two  large  earmarks,  dictate  a  continuation  of  the 
shift  in  the  assistance  program  away  from  Russia.   In  FY94, 
two-thirds  of  NIS  assistance  went  for  Russia;  in  FY96  the 
fraction  will  be  about  one-fourth.   Ukraine  and  Armenia  are 
seeing  their  programs  grow  while  we  try  to  maintain  reasonable 
if  somewhat  smaller  programs  in  Kazakstan,  Kyrgyzstan,  Moldova 
and  Georgia.   Belarus  and  the  other  Central  Asian  republics 
will  continue  to  see  small  programs.   The  Administration 
continues  to  support  the  removal  of  Section  907  of  the  FREEDOM 
Support  Act  that  hinders  our  ability  to  provide  critical 
humanitarian  and  other  assistance  to  Azerbaijan. 

Programmatically,  diminished  resources  and  lessons  learned  have 
required  the  US  government  to  re-shape  the  overall  assistance 
program  to  meet  changed  circumstances  and  to  focus  more  sharply 
on  priority  objectives.  Many  good  but  lower  priority  programs 
will  go  unfunded.   Programs  are  being  consolidated:  I  have 
merged  the  two  Russian  enterprise  funds  into  one  and 
consolidated  exchange  and  training  programs  to  lower  their 
cost.   Consolidation  and  restructuring  in  the  NIS  rule  of  law 
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programs  cut  expatriate  advisors  by  two-thirds,  and  costs  by 
$15  million  over  the  life  of  the  program.  We  are  achieving 
greater  focus  by  eliminating  some  activities  altogether  and  by 
concentrating  resources  on  those  key  areas  that  will  reinforce 
economic  and  political  changes  most  critical  to  US  interests, 
consistent  with  an  overall  phase-down  strategy. 


Lessons  Learned 

An  ongoing  review  of  the  entire  assistance  program  by  my  office 
has  led  to  five  specific  areas  where  changes  in  our  approach 
will  make  a  difference: 

First,  we  are  looking  even  more  closely  at  measures  of  efficacy 
and  cost  effectiveness  to  measure  the  worth  of  each  program. 
We  are  carefully  analyzing  the  "pipeline"  of  available  funds, 
reducing  obligation  lead  times  where  possible,  and  we  are 
ensuring  that  our  interlocutors  will  work  with  us  as  full 
partners . 

Second,  we  have  made  cost  sharing  and  leveraging  critical 
components  of  many  of  our  assistance  programs.   By  requiring 
recipients  to  share  in  the  cost  of  consultants,  volunteers,  and 
other  program  elements,  we  accomplish  two  objectives.   We 
reduce  the  cost  of  our  programs,  and  we  ensure  greater  "buy-in" 
of  the  recipients  to  whatever  activity  they  are  supporting. 
For  the  same  reasons,  NIS  governments  should  also  share  in 
certain  costs. 

Third,  we  are  moving  away  from  primary  reliance  on  the  large 
contract  mechanism  and  are  making  much  greater  use  of  more 
flexible  mechanisms.   For  example,  in  certain  areas  volunteer 
organizations  and  smaller  grants  are  being  more  heavily 
utilized.   Further,  as  we  move  to  phase  down  the  assistance 
programs,  handing  over  the  programs  to  indigenous  organizations 
and  experts  must  become  a  top  priority. 

Fourth,  we  are  developing  a  comprehensive,  focused  effort  to 
secure  more  support  from  multilateral  development  banks  and 
other  assistance  donors  (e.g.,  the  EU  and  Japan).   Part  of  this 
effort  involves  carefully  examining  activities  we  fund  which 
the  multilateral  development  banks  are  willing  and  able  to 
fund,  and  then  planning  a  transition  from  US  assistance  to  MDB 
assistance  in  those  areas. 

And  finally,  I  believe  that  we  have  been  able  to  demonstrate 
that  a  proactive  approach  to  coordination  of  U.S.  assistance 
programs  in  the  NIS  is  the  key  to  results  in  the  above 
mentioned  four  areas.   There  are  numerous  cross-cutting  issues, 
such  as  rule  of  law,  anti-crime  and  economic  reform,  where  we 
are  working  aggressively  to  facilitate  a  more  cohesive 
strategy,  and  practical  coordination  on  the  ground  to  eliminate 
duplication  of  effort  and  maximize  the  opportunities  for 
success . 
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I  would  like  to  say  a  few  words  about  the  three  largest  FSA 
recipients--Uk;raine,  Russia  and  Armenia. 

The  Case  of  Ukraine 

U.S.  assistance  to  Ukraine  is  the  cornerstone  of  our  NIS 
regional  program,  as  the  largest  recipient  of  FREEDOM  Support 
Act  funds  this  year.   The  three  major  thrusts  of  the  program 
are  1)  economic  restructuring,  including  agriculture,  small 
business  and  privatization;  2)  energy  and  Chornobyl;  and  3) 
democratization  and  rule  of  law. 

After  four  years  of  minimal  progress  on  structural  economic 
reform,  a  committed  group  of  reformers--under  the  strong 
leadership  of  President  Kuchma--has  started  to  make  significant 
progress.   The  current  push  to  ratify  a  Constitution  is 
critically  related  to  all  of  Ukraine's  goals  in  both  economic 
and  legal  reform,  and  we  must  support  this  process  in  every 
appropriate  way  that  we  can. 

Beginning  last  autumn  when  mass  privatization  began  to  stall 
again,  we  worked  intensively  with  the  Ukrainian  leadership,  the 
World  Bank,  and  the  IMF  to  coordinate  our  objectives  and  to 
develop  concrete  targets  for  economic  restructuring  and 
privatization.   This  strategy  has  proved  to  be  effective,  and 
privatization  is  now  occurring  at  the  appropriate  pace.   The 
sector  with  the  least  progress  in  privatization  remains  the 
agribusiness  sector.   President  Kuchma  has  vetoed  reactionary 
moves  by  the  Rada  to  completely  end  any  mass  privatization  of 
agribusinesses;  it  remains  a  political  challenge  for  reformers 
to  move  this  issue  forward. 

Ukraine's  agreement  with  the  G-7  to  shut  down  the  two  remaining 
Chernobyl  reactors  and  to  receive  the  help  that  they  need  for 
both  clean-up  and  energy  sector  restructuring  is  a  major  thrust 
of  V.S.    assistance  this  year,  and  looking  ahead  into  1997. 

The  Case  of  Russia 

In  Russia,  as  events  of  the  last  six  months  and  the  upcoming 
presidential  elections  command  the  attention  of  the  entire 
world,  we  are  developing  a  plan  for  our  1997  assistance  program 
that  is  pragmatic,  consistent  with  the  practical  engagement 
theme  of  our  diplomacy,  and  flexible  enough  to  be  responsive  to 
the  Russians'  level  of  commitment  to  reform  and  the  actions  of 
any  democratically  elected  government. 

Disengagement  from  assistance  to  Russia  would  cede  the  game  to 
the  non-reformers,  strengthening  their  hand,  because  our 
assistance  program  directly  supports  those  individuals  and 
non-governmental  organizations  who  are  out  front  in  support  of 
reform--independent  journalists,  dedicated  legal  reformers, 
community  activists,  entrepreneurs,  and  the  youth  that  will 
make  up  the  next  generation  of  Russian  leaders. 


51 


-5- 


Our  assistance  program  for  Russia,  as  reflected  in  the  FY94 
appropriation  and  FY93  supplemental,  was  designed  as  a  major, 
short-term  thrust  that  would  rapidly  phase  down.   Assistance 
started  off  with  a  focus  on  economic  restructuring  and 
privatization,  along  with  cooperative  threat  reduction 
programs . 

Congressional  appropriations,  however,  declined  even  more 
steeply  than  anticipated.   Although  we  have  completed  much  of 
the  more  costly  technical  assistance  work,  the  programs  have 
now  evolved  into  a  mature,  highly  focused  effort  that 
prioritize:   1)  completion  of  those  few  critical  technical 
assistance  programs  that  are  politically  feasible  and  that  have 
a  reasonable  probability  of  success  (such  as  tax  reform) ;  and 
2)  ongoing  support  for  key  agents  of  change  in  Russia  today  and 
U.S. -Russian  linkages  through  more  cooperative  programs  such  as 
exchanges,  small  grants,  training  and  partnerships. 

The  revised  assistance  program  for  Russia  can  be  summarized  as 
follows : 

o     Lijnited  technical  assistance  focused  on  high  priority 
issues--tax  policy,  legal  reform,  law  enforcement, 
capital  markets,  small  business,  independent  media, 
non-government  organizations  and  GCC 
initiatives--pursued  only  where  committed  Russian 
counterparts  exist; 

o     Linkages  between  Americans  and  Russians--stepped-up 
exchanges,  training,  joint  ventures,  enterprise  fund 
investments,  municipal  governments,  media  and  hospital 
partnerships,  other  institutional  relationships, 
Eurasia  Foundation  and  other  grants  to  small  NGOs; 

o    Leverage — making  reduced  technical  assistance 
resources  more  effective  by  coordinating  and 
integrating  our  programs  with  those  of  other 
donors--World  Bank,  EBRD,  EU,  Japan;  and 

o    Security — Continued  weapons  dismantlement,  materials 
accountability  and  control  and  nuclear  reactor  safety 
programs . 

The  Case  of  Armenia 

Armenia  is  the  third  largest  program  in  our  Fy96  program  and 
our  FY97  request.   This  year,  half  of  our  assistance  effort  is 
devoted  to  humanitarian  assistance,  the  other  half  to  technical 
assistance  for  economic  restructuring  and  the  development  of 
civil  society.   In  1997,  we  would  seek  to  continue  to  increase 
the  proportion  of  aid  going  to  economic  restructuring  and  other 
technical  assistance  relative  to  strictly  humanitarian  aid,  in 
order  to  do  the  best  job  that  we  can  to  help  Armenia  provide 
for  itself  and  prevent  dependency  on  foreign  donors. 
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Looking  Ahead  to  1997 

The  United  States  has  provided  assistance  to  the  new 
independent  states  of  the  former  Soviet  Union  for  over  four 
years  now.   This  assistance  has  demonstrated  U.S.  concern  and 
support  for  the  independence  of  each  of  the  new  states  and 
their  transformation  from  a  monolithic,  nuclear-armed, 
totalitarian  state  to  twelve,  sovereign  states  moving  towards 
democratic  market  economies.   While  the  people  of  the  NIS  must 
make  these  transformations  themselves  and  our  assistance  is  not 
large  enough  to  make  the  difference,  it  has  made  a  difference, 
thousands  of  times  over. 

We  are  working  with  embassies  and  all  our  agency  partners  to 
increase  the  level  of  effort  devoted  to  community  initiatives 
in  the  NIS.   We  believe  that  an  effective  assistance  effort 
must  balance  attention  to  the  more  systemic  economic  and 
political  restructuring  needs  of  the  NIS  countries  with  the 
need  to  support  and  bolster  smaller  scale  efforts  on  local  and 
regional  levels  to  improve  the  quality  of  life  and  make  change 
at  the  grassroots  level.   These  kinds  of  programs  have  built  on 
past  activities  of  USAID  and  USIA  programs.   For  example,  as  a 
follow-on  to  the  Bradley  exchange  program,  USIA  is  starting  up 
an  Innovation  In  Teaching  program,  that  will  provide  in-kind 
awards  of  equipment  and  books  to  300  schools  in  Russia  and 
Ukraine  in  recognition  for  excellence  in  teaching.   We  are 
working  with  the  Peace  Corps  to  create  small  grants  windows  for 
their  education  and  environment  volunteers  in  Russia  and 
Ukraine  to  do  low  cost,  high  impact  activities  such  as 
environmental  education  camps  for  children,  and  community 
improvement  projects. 

Our  best  estimate  of  the  FY97  budget  is  outlined  on  a  country 
by  country  basis  in  the  Congressional  Presentation  document 
that  was  recently  delivered  to  the  Congress.   These  overall 
estimates  are  based  on  several  factors,  among  the  most 
important  of  which  are:   the  level  of  programs  that  we  have 
operating  in  each  individual  country  at  the  present  time;  the 
pace  of  reform  in  each  individual  country;  and  the  absorptive 
capacity  of  each  country.   In  some  cases,  such  as  Russia,  but 
also  in  smaller  countries  such  as  Moldova,  the  reform  effort 
has  progressed  far  enough  so  that  in  FY91    we  are  in  a  position 
to  move  beyond  the  donor-recipient  relationship  to  a  more 
normal  relationship  involving  the  full  range  of  economic, 
commercial  and  other  ties.   In  such  cases,  we  are  concentrating 
our  FY97  efforts  on  phasing  out  technical  assistance  and 
focusing  instead  on  programs  that  will  promote  economic  growth, 
trade  and  investment. 

The  pace  of  reform  is  not  uniform,  however,  across  the  NIS. 
Thus,  in  a  few  cases  in  FY97,  humanitarian  aid  will  continue  to 
be  a  primary  component  of  our  assistance  effort  as  we  seek  to 
help  attain  a  sufficient  level  of  stability  so  that  reform  may 
proceed.   In  these  cases,  our  program  will  be  directed  towards 
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providing  the  technical  assistance  needed  to  help  reformers  lay 
the  groundwork  for  a  market  economy  and  democratic  political 
system.   In  other  cases,  the  issue  is  not  so  much  one  of 
stability,  but  encouraging  governments  to  be  less  tentative  and 
more  vigorous  in  taking  steps  to  implement  political  or 
economic  reform.   Where  governments  are  clearly  slowing  down 
the  pace  of  reform,  we  intend  to  adjust  the  level  and  timing  of 
our  programs  accordingly.   Finally,  as  worthwhile  as  some 
programs  may  be,  it  makes  little  sense  to  try  to  implement  them 
in  amounts  greater  than  the  capacity  of  a  recipient  country  to 
absorb. 

Democracy  programs 

U.S.  Government-funded  democracy  programs  have  provided 
much-needed  support  to  democratic  reformers  throughout  the  NIS 
in  the  areas  of  parliamentary  development,  legislative  and 
judicial  reform,  and  the  development  of  independent  media  and 
nongovernmental  organizations  (NGOs) . 

We  have  supported  democratic  institution-building,  the 
development  of  independent  legislatures  and  judiciaries  in 
particular,  and  have  promoted  the  holding  of  free  and  fair 
elections  throughout  the  NIS.   For  example,  our  parliamentary 
support  programs  for  Ukraine's  Supreme  Rada  have  provided  Rada 
deputies  and  staff  with  access  to  legislative  databases  and  the 
Internet . 

Our  media  programs  in  Russia  have  directly  helped  dozens  of 
independent  media  organizations,  whose  coverage  of  the  war  in 
Chechnya,  for  example,  has  been  unprecedentedly  bold  and 
aggressive. 

In  terms  of  furthering  our  goal  of  increasing  democratic  reform 
in  the  NIS,  we  plan  to  increase  our  efforts  in  1997.   We  are 
concerned  by  tendencies  toward  the  recentralization  of 
authority  in  a  number  of  NIS  governments,  and  therefore  plan  to 
focus  our  efforts  on  institutions  that  provide  checks  against 
the  power  of  the  center:  independent  media,  transparent  and 
responsive  local  governments,  reformist  opposition  parties,  and 
advocacy  NGOs,  particularly  those  that  encourage  respect  for 
human  rights  and  the  rule  of  law.   We  have  three  main  vehicles 
for  promoting  democratic  systems  and  values:  technical 
assistance,  exchange  programs,  and  small  grants. 

Anti-crime  and  legal  reform 

In  addition  to  helping  draft  constitutions  and  key  laws 
establishing  a  basis  for  the  rule  of  law,  we  have  provided 
training  to  judges  and  prosecutors  throughout  the  NIS,  and  have 
helped  several  NIS  countries  fight  organized  crime,  financial 
crimes,  and  narcotics  trafficking. 

The  FBI  and  other  U.S.  law  enforcement  agencies  have 
established  working  relationships  with  their  NIS  counterparts. 
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helping  them  combat  new  criminal  phenomena  associated  with  the 
transition  to  a  market  economy,  such  as  money  laundering. 

In  FY  1995,  some  1800  NIS  law  enforcement  officials 
participated  in  59  courses  held  both  in  the  U.S.  and  host 
countries . 

Helping  NIS  law  enforcement  cope  with  the  exponential  growth  in 
the  rise  in  crime  will  remain  a  top  priority  in  FY97 .   Ten  U.S. 
law  enforcement  agencies  participate  in  the  Anti-crime  Training 
and  Technical  Assistance  (ACTTA)  program  coordinated  by  the 
Bureau  of  International  Narcotics  and  Law  Enforcement  Affairs 
(INL)  at  the  Department  of  State. 

The  ACTTA  program  seeks  to: 

o    counter  the  threat  to  U.S.  interests  posed  by  the  expansion 
of  crime  and  corruption  in  the  NIS; 

o    better  protect  the  operations  of  U.S.  businessmen  and  the 
personal  safety  of  all  U.S.  citizens; 

o    develop  partnerships  to  control  organized  crime  and  other 
major  criminal  activities  negatively  influencing  the 
development  of  free  market  economies  and  democracy; 

o    help  governments  in  the  region  use  methods  consistent  with 
democratic  institutions  and  mechanisms  to  cope  with  the 
rise  of  crime. 

Training  and  Exchange  Programs 

To  date,  over  32,000  NIS  citizens  and  over  8,100  U.S.  citizens 
have  participated  in  U.S.  Government-funded  training  and 
exchange  programs . 

Program  participants  have  returned  home  with  a  new 
understanding  of  their  role  in  reforming  their  countries' 
political  and  economic  systems,  having  also  established 
valuable  long-term  contacts  with  their  U.S.  counterparts. 

Our  academic  and  professional  exchange  programs  give  current 
and  future  NIS  reformers  an  opportunity  to  experience  firsthand 
the  day-to-day  functioning  of  our  democratic,  market-based 
system,  and  take  home  examples  to  put  to  work  in  their  own 
countries . 

The  largest  number  of  students — over  13,000 — have  come  to  the 
U.S.  under  high  school  exchanges,  sponsored  by  Senator 
Bradley.   The  reach  of  this  program  in  Russia  is  broader  than 
any  other  assistance  program--students  from  nearly  all  of 
Russia's  regions  have  participated. 

Examples  of  participants  in  exchanges  include  the  speakers  of 
Russia's  State  Duma  and  Ukraine's  Supreme  Rada;  the  chairman  of 
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Kazakstan's  Supreme  Soviet  and  the  Kazakstani  Ministers  of 
Agriculture  and  Justice;  the  chairman  of  the  Georgian 
Parliament's  Foreign  Relations  Committee;  thirty-five  Russian 
governors;  members  of  the  Ukrainian  and  Kazakstani  Supreme 
Courts  and  the  Belarusian,  Kazakstani  and  Kyrgyzstani 
Constitutional  Courts;  and  the  Moldovan  Prosecutor  General  and 
Ministers  of  Justice  and  Finance. 

In  one  of  our  more  important  initiatives,  this  year  we 
consolidated  our  U.S. -based  training  programs  for  Russia, 
Ukraine  and  Moldova,  where  we  are  now  devoting  the  bulk  of  our 
training  resources  to  more  cost-effective  community-based 
programs.   This  consolidation  will  enable  us  to  bring  over 
roughly  twice  the  number  of  participants  for  the  same  amount  of 
money,  or  in  dollar  terms,  to  save  over  $10  million  this  year 
alone.   We  will  continue  this  program  in  FY  97. 

Democracy  Funds 

Another  important  initiative  in  the  democracy  area  this  year 
has  been  the  establishment  of  embassy-based  small  grants 
programs,  called  the  Democracy  Funds.   This  program  of  small 
grants  is  targeted  and  flexible,  with  a  quick  turnaround  time 
for  approval  (in  most  cases,  less  than  24  hours) .   Most 
importantly,  it  places  the  levers  of  support  for  democratic 
development  in  the  hands  of  the  Chief  of  Mission,  who  ensures 
that  the  funded  activities  complement  overall  country 
strategies  and  ongoing  technical  assistance. 

Peace  Corps 

Another  important  component  of  our  program  to  promote 
democratic  and  economic  reform  is  the  Peace  Corps,  which  has 
programs  funded  at  $13  million  dollars  from  FREEDOM  Support  Act 
funds  in  Fy96  in  eight  NIS  countries:   Russia,  Ukraine, 
Moldova,  Armenia,  Kazakstan,  Kyrgyz  Republic,  Uzbekistan,  and 
Turkmenistan.   The  goal  is  to  assist  with  the  transition  of 
"redeveloping"  these  countries  into  a  democratic  free  market 
system.   Although  each  country  has  a  program  that  addresses  its 
specific  needs,  all  eight  countries  have  programs  in  English 
education,  and  economic  development.   Volunteers  to  work  in  six 
programming  areas  of  economic  development:   business  centers, 
municipal  government  advising,  agribusiness,  privatization, 
business  education  and  banking/finance.   Environmental  projects 
are  ongoing  in  Kazakstan  and  Russia,  and  a  health  project  is 
underway  in  Turkmenistan  and  under  consideration  for  Ukraine. 
We  intend  to  provide  partial  funding  for  Peace  Corps  activities 
in  the  NIS  in  FY97 .   The  Peace  Corps  budget  will  provide  the 
remainder . 


Market  economies 

The  U.S.  has  devoted  considerable  resources  to  the 
privatization  of  formerly  state-run  economies.   In  Russia,  that 
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support--praiseci  as  a  linchpin  by  the  Russian  official 
responsible  for  the  process--has  helped  to  create  millions  of 
private  shareholders  with  a  stake  in  a  new  way  of  life. 

We  have  contributed  to  the  significant  changes  that  have 
occurred  in  the  past  three  years : 

o    Today  over  half  of  the  Russian  economy  is  in  private  hands; 
our  privatization  program  was  instrumental  to  the  voucher 
privatization  portion  of  this  effort. 

o    U.S.  programs  have  helped  achieve  similar  results  in 
Moldova,  Kyrgyz  Republic  and  Kazakstan. 

The  Government  of  Moldova  estimates  that  over 
two-thirds  of  the  country's  non-agricultural 
enterprises  have  been  privatized;  our  privatization 
program  contributed  to  that  process. 

In  both  the  Kyrgyz  Republic  and  Kazakstan  where  we 
have  supported  privatization  programs  approximately 
60%  of  the  labor  force  is  now  working  in  the  private 
sector . 

In  Ukraine,  considerable  bottom-up  small-scale 
privatization  has  taken  place,  some  with  our  support, 
and  momentum  is  now  building  behind  the 
mass-privatization  program  we  are  also  supporting. 

Hand-in-glove  with  privatization  is  a  need  for  development  of 
the  institutions  that  enable  a  market  economy  to  function. 
U.S.  support  has  helped  to  create  stock  markets  in  Russia, 
Ukraine,  Moldova,  Kazakstan  and  the  Kyrgyz  Republic.   U.S. 
advisors  are  playing  a  key  role  in  drafting  commercial 
legislation — from  tax  codes  to  real  estate  and  mortgage 
law--that  is  crucial  to  reform  in  Russia,  Ukraine,  Kazakstan 
and  the  Kyrgyz  Republic. 

In  terms  of  furthering  development  of  market  economies  in  the 
NIS  in  FY97,  our  priorities  include  encouraging  fiscal  policy 
reform,  transferring  state-owned  assets  to  the  private  sector, 
establishing  legal  and  regulatory  institutions  necessary  for  a 
private  market,  establishing  a  vigorous  small  business  sector 
and  functioning  capital  markets,  promoting  international  trade 
and  foreign  investment  and  providing  capital  for  new 
enterprises.   Our  principle  means  of  accomplishing  the  latter 
is  the  enterprise  fund;  we  are  requesting  funds  for  the 
US-Russian  Investment  Fund,  the  Central  Asian-American 
Enterprise  Fund,  the  Western  NIS  Enterprise  Fund  and  the 
soon-to-be-established  Caucasus  Enterprise  Fund  in  this  year's 
request.   The  bulk  of  these  economic  restructuring  and 
privatization  programs  are  implemented  by  USAID  and  Mr.  Dine 
will  describe  them  in  more  detail. 

Support  for  US  trade  and  investment  in  the  NIS  has  been  a 
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significant  part  of  our  program.   Enterprise  funds  capitalized 
with  U.S.  assistance  money  have  committed  over  $130  million  of 
investment  capital  to  privatized  enterprises  in  the  NIS. 
During  my  visit  to  Russia  in  April  I  visited  four  enterprises 
receiving  enterprise  fund  support;  they  are  doing  well.   Three 
have  American  partners.   EXIM  and  OPIC  have  committed  over  $3 
billion  in  financing  for  trade  and  investment.   Consummation  of 
these  deals  has  been  slowed  by  uncertain  business  and  political 
environments.   In  FY97  we  will  provide  partial  support  to  TDA' s 
programs  in  the  NIS;  TDA' s  regular  budget  will  provide  the 
remainder  of  the  funds  needed  for  its  programs. 

In  addition  to  programs  focusing  on  the  core  of  economic 
reform,  the  U.S.  has  devoted  resources  to  environmental  and 
energy  initiatives.   Our  assistance,  together  with  other  G-7 
donors,  has  helped  secure  a  commitment  to  the  early-shutdown  of 
the  Chernobyl  nuclear  power  plant  in  Ukraine  and  has  provided 
short-term  safety  upgrades  at  other  nuclear  plants  in  the 
region.    We  are  in  discussions  with  the  Congress  on  the  design 
of  FY96  programs  that  will  support  Ukraine's  Chernobyl  efforts 
and  pursuit  of  energy  independence  and  efficiency.   U.S. 
assistance  has  provided  a  desalinization  plant  for  populations 
affected  by  the  Aral  Sea  tragedy  in  Central  Asia,  and  U.S. 
advisors  are  providing  policy  advice  to  deal  with  a  host  of 
issues  in  the  region,  from  water  pricing  to  forest  management. 

Security  related  programs 

Mr.  Chairman,  there  also  have  been  numerous  successes  in  the 
weapons  destruction  and  dismantlement,  nonproliferation  and 
other  security-related  assistance  programs  that  are  relevant  to 
your  deliberations.   Implementation  of  the  Department  of 
Defense  Cooperative  Threat  Reduction  (CTR)  or  "Nunn-Lugar" 
program  has  accelerated  rapidly  over  the  past  year  providing 
assistance  to  reduce  the  threat  from  the  enormous  arsenal  of 
weapons  of  mass  destruction  remaining  after  the  fall  of  the 
Soviet  Union.   As  you  are  aware,  funding  responsibility  for  a 
number  of  activities  initiated  under  the  CTR  program  was 
shifted  in  FY  1996  to  agencies  which  were  executing  these 
programs .   These  security  related  programs  including  the 
Department  of  Energy  Material  Protection,  Control  and 
Accounting,  State  Department  Science  Centers  in  Moscow  and 
Kiev,  and  Export  Control  assistance  projects  have  also  made 
significant  progress. 

These  activities  have  required  relatively  small 
investments,  but  have  yielded  immense  returns  to  US,  NIS  and 
international  security.   These  programs  have  encouraged  or 
achieved: 

o    the  signing  of  the  January  1994  Trilateral  Accord  among 
Ukraine,  Russia  and  the  US,  and  the  withdrawal  of  over 
2,800  strategic  warheads  from  Belarus,  Kazakstan  and 
Ukraine  to  Russia — most  of  them  to  be  dismantled  in  Russia. 
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o  the  purchase  and  transfer  to  secure  storage  of  nearly  600 
kilograms  of  weapons  usable  uranium  from  Kazakstan  to  the 
US  (Project  Sapphire) ; 

o  .  the  complete  removal  of  all  nuclear  weapons  from  Kazakstan 
as  of  April  1995  and  the  beginning  of  removal  of  SS-18 
missiles  and  the  elimination  of  80  SS-18  silos  in 
Kazakstan; 

o    the  employment  in  peaceful  research  projects  of  more  than 
11,500  former  Soviet  weapons  scientists  and  engineers 
through  the  International  Science  and  Technology  Center 
(ISTC)  in  Moscow,  and  the  establishment  of  the  Science  and 
Technology  Center  in  Ukraine  (STCU) ; 

o    the  establishment  of  the  Civilian  Research  and  Development 
Foundation  (CRDF) ,  which  will  help  civilian  scientists  and 
engineers  pursue  peaceful  research  helping  preserve  the 
scientific  infrastructure  of  the  NIS  countries; 

o    the  initiation  of  improved  nuclear  material  protection, 
control  and  accounting  capabilities  at  over  35  nuclear 
institutes  and  facilities  in  the  NIS;  and 

The  U.S.  continues  to  have  critical  security  interests  in 
preventing  proliferation  of  weapons  of  mass  destruction  and 
related  weapons  expertise  from  the  former  Soviet  Union.   While 
significant  progress  has  been  made,  supported  by  the  DOD 
Cooperative  Threat  Reduction  program,  in  reducing  the  threat 
from  these  weapons,  much  of  the  former  Soviet  defense  plants, 
weapons  production  capability  and  weapons  experts  still  exist 
and  the  proliferation  dangers  remain.   In  FY97,  we  are 
requesting  funding  for  two  programs  initiated  under  the 
Cooperative  Threat  Reduction  program  in  this  appropriation. 

As  was  the  case  in  the  FY96  appropriation,  FY  1997  funding  in 
the  security  programs  area  will  continue  to  support  the 
International  Science  and  Technology  Center  (ISTC)  in  Moscow 
and  the  Science  and  Technology  Center  (STCU)  in  Ukraine.   These 
projects  help  counter  the  weapons  expertise  proliferation 
threat  by  providing  opportunities  for  former  Soviet  weapons 
scientists  and  engineers  to  work  on  civilian  projects.   We  are 
not  subsidizing  scientists  to  work  on  Russian  weapons;  we  are 
trying  to  ensure  scientists  with  expertise  in  weapons  of  mass 
destruction  are  not  tempted  to  sell  such  expertise  to  countries 
of  proliferation  concern  such  as  Iran,  Iraq  and  North  Korea. 
Every  hour  these  scientists  spend  on  peaceful,  civilian 
research  projects  also  reduces  the  time  they  have  available  to 
spend  on  weapons  military  related  research. 

Additionally,  in  FY97  for  the  first  time,  our  request  for  the 
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Defense  Enterprise  Fund  has  been  shifted  to  your 
appropriation.   Like  other  enterprise  funds,  the  DEF's  intent 
is  to  assist  the  NIS  in  the  development  of  successful  private 
sector  entities  which  contribute  to  a  stable  market  economy. 
The  DEF,  however,  focuses  efforts  on  the  privatization  of 
weapons  of  mass  destruction   related  defense  industries  and 
conversion  of  related  military  technologies  and  capabilities  to 
peaceful  civilian  activities.   The  DEF  is  progressing  to  become 
a  self-sustaining  entity  and  this  request  for  funds  represents 
the  last  request  for  government  support. 

Humanitarian  deliveries 

Working  with  over  400  U.S.  private  volunteer  organizations  from 
all  50  states  and  with  the  Department  of  Defense  (DOD) ,  we  have 
delivered  over  $1.4  billion  in  privately  donated  and  DOD  excess 
medical,  food,  and  clothing  commodities  to  the  target  groups  in 
most  need  in  the  NIS  at  a  cost  to  the  USG  of  approximately  $132 
million . 

In  coordination  with  the  European  Union  and  other  international 
organizations,  we  have  ensured  that  emergency  food  and  energy 
needs  of  the  emerging  democracies  of  the  NIS  were  met  during  a 
critical  period  of  transition  in  countries  like  Ukraine, 
Armenia,  Georgia,  Belarus,  Moldova,  and  Kyrgyzstan.   USDA  has 
provided  over  $2.7  billion  in  food  assistance  in  all  twelve  new 
independent  states . 

We  have  spearheaded  and  coordinated  the  U.S.  government 
emergency  responses  to  numerous  crises  within  the  NIS  over  the 
past  three  years.   This  included  ongoing  regional  conflicts  and 
the  resulting  refugee  problems  which  developed  in  Abkhazia, 
Azerbaijan,  Tajikistan,  and  Chechnya;  severe  flooding  in 
Kharkiv,  Ukraine;  and  a  devastating  earthquake  on  Sakhalin 
Island. 

The  portion  of  the  FY97  budget  devoted  to  humanitarian  programs 
will  continue  to  focus  on  the  delivery  of  privately  donated  and 
DOD  excess  humanitarian  commodities  (food,  fuel,  and 
medicine) .   The  majority  of  this  assistance  will  be  directed  to 
transitioning  countries  of  greatest  need  like  Armenia,  Georgia, 
Tajikistan,  Moldova  and  Kyrgyzstan.   A  good  portion  of  the  FY97 
allocation  is  currently  planned  to  be  targeted  to  support  the 
shipment  of  commodities  donated  through  U.S  private  volunteer 
organizations.   The  majority  of  the  remaining  funds  will  be 
used  in  the  shipment  of  high  value  medical  commodities  acquired 
through  the  DOD  excess  program  or  through  medical  donations 
solicited  through  large  PVOs  working  in  the  NIS. 


Conclusion 

The  program  of  assistance  to  the  NIS  that  you  have  supported 
over  the  past  several  years  is  now  at  its  peak.   The  large 
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appropriation  in  FY94,  designed  to  jump-start  reform,  is  now 
being  fully  deployed.   Programs  are  up  and  running  and  having  a 
measurable  effect.   Your  continued  support  for  this  assistance 
program  will  demonstrate  confidence  that  the  United  States  can 
and  should  support  the  historic  transition  now  underway  in  the 
former  Soviet  Union.   This  transition  can  make  Americans  more 
secure  and  more  prosperous . 

Thank  you  for  your  support .   We  look  forward  to  answering  your 
questions . 
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Statement 

by 

Thomas  A.  Dine 

Assistant  Administrator  for  Europe  and  the  New  Independent  States 

United  States  Agency  for  International  Development 

House  International  Relations  Committee 

United  States  House  of  Representatives 

One-hundred-fourth  Congress,  Second  Session 

June  13,  1996 

Mr.  Chairman: 

I-Introduction 

A  signal  event  is  to  take  place  throughout  Russia  on  Sunday,  a  free 
election  for  president.    Will  Russia  continue  on  the  road  to  reform,  or 
will  it  turn  off  and  move  back  toward  the  path  it  had  been  on  in  its  recent 
past?  This  question  will  be  answered  by  the  voters  of  Russia  ~   in  itself  a 
revolutionary  break  with  the  Russian  past. 

All  of  us  here  this  morning  hold  the  fundamental  belief  that 
democracy  and  free  enterprise  are  clearly  preferable  to  any  other  system 
of  governance  and  economics.  But  we  live  in  a  society  which  chose 
freedom  220  years  ago  and,  in  the  years  since,  has  argued  not  over  the 
intrinsic  value  of  freedom  but  over  how  best  to  extend  freedom  to  those 
still  denied  its  full  blessings  at  home  and  overseas.   Russia,  and  the  other 
states  of  the  former  Soviet  Union,  come  out  of  a  different  tradition  and 
have  histories  strikingly  different  than  our  own.  Old  nations,  but  nations 
in  which  free  elections  are  new,  are  making  fundamental  choices  long 
after  most  of  the  developed  world  have  settled  on  economic  and  political 
systems. 

I  will  not  predict  the  results  of  the  election,  or  what  the 
implications  of  a  particular  result  will  be.  But  you  did  not  ask  me  here  to 
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prognosticate.  You  asked  me  here  to  justify  the  Administration's  request 
of  $640  million  in  funding  for  USAID's  programs  in  Russia,  Ukraine  and 
the  other  new  republics  that  are  covered  by  the  FY  97  Freedom  Support 
Act.  I  will  do  that.  And  I  will  do  so  without  knowing  the  result  of  the 
outcome  of  the  Russian  election,  because  this  Freedom  Support  assistance 
is  warranted  regardless  of  the  outcome. 

We  don't  have  to  know  the  identity  of  Russia's  next  president  to 
know  that,  whoever  he  is,  he  will  have  to  work  within  institutions  and 
play  by  rules  that  have  changed  dramatically  in  five  short  years. 

First,  the  electoral  process  in  Russia  today  is  the  country's  most 
important  source  of  political  power  and  legitimacy.    Not  only  is  Russia  in 
the  middle  of  its  second  set  of  free  national  elections  but  Russians  now 
expect  their  votes  and  their  opinions  to  be  reflected  in  public  policy. 
They  never  have  before. 

Second,    a  more  open  civil  society  has  emerged  in  Russia,  led  by  a 
combative  press.    Whoever  wins  the  election  will  begin  his  term  under 
the  scrutiny  of  aggressive  journalists.    The  new  independent  media  -- 
building  on  its  role  in  exposing  the  secret  war  in  Chechnya,  the 
continuing  devastation  of  the  environment,  and  the  growth  of  organized 
crime  ~  is  now  examining  Russia's  political  and  economic  leaders  with 
an  intensity  any  American  official  or  politician  would  recognize.    There 
is  still  too  much  sycophancy  and  too  much  flattering  attention  to  those  in 
power,  but  Russia  is  well  on  the  way  to  having  a  media  as  independent 
and  rambunctious  as  our  own,  a  far  cry  from  the  days  of  the  old  Pravda. 

Third,  a  new  Russian  economic  landscape  is  forming  as  new 
businesses  are  created  and  old  dinosaur  industries  are  forced  to  show 
profits  or  die.   The  next  leader  of  Russia  will  no  longer  be  the  CEO  of  a 
vast  web  of  state-owned  enterprises  that  constitutes  the  country's 
economy.    U.S. -assisted  privatization  has  moved  120,000  enterprises  out 
of  the  state  sector  and  into  the  hands  of  40,000,000  Russian 
shareholders.  Five  years  after  the  fall  of  the  Soviet  Union,  51%  of 
Russia's  workers  derive  their  income  from  private  enterprise.  Today 
more  of  Russia's  GDP  is  produced  in  the  private  sector  than  is  Italy's. 
This  development  in  itself  is  a  massive  bulwark  against  backsliding. 
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Fourth,  new  rules  of  the  market  are  being  developed  and  are 
playing  a  more  important  role  in  economic  life.    New  legislation   is 
coming  onto  the  books  to  make  contract  enforcement  easier,  expedite 
commercial  lending,  and  allow  Russian  entrepreneurs  and  foreign 
investors  to  be  more  certain  of  their  property  rights.    New  institutions, 
such  as  the  Security  and  Exchanges  Commission,  are  striving  to  instill 
confidence  in  fledgling  capital  markets.    The  environment  for  business  is 
growing  more  hospitable  every  day. 

I  am  not  saying  that  credit  for  all  this  should  go  to  USAID  or  to 
the  United  States  government  as  a  whole.  The  credit  for  these  changes 
belongs  to  the  Russian  people  themselves.  But  we  should  be  proud  that 
we  were  there  working  side  by  side  with  Russian  reformers  in  each  one 
of  those  efforts.  As  the  U.S.  assistance  program  begins  its  fourth  year, 
the  goal  remains  helping  Russians  achieve  democratic  stability  and  free- 
market  prosperity. 

We  are  not  there  yet.  But  I  believe  we  are  very  close  to  the  point  at 
which  structural  reform  becomes  institutionalized,  even  organic.  At  that 
point,  it  becomes  virtually  irreversible. 

The  crucial  transition  to  freedom  is  well  underway,  and  it  is  not 
just  the  people  of  the  NIS  who  will  benefit.  We  did  not  join  in  this  effort 
as  a  favor  to  the  states  or  the  people  of  the  former  Soviet  Union.  Even  if 
we  were  so  inclined,  and  Americans  are  a  generous  people,  we  simply 
cannot  afford  a  charity  program  to  bail  out  our  former  adversaries.  Nor  is 
that  our  goal. 

Our  goal  is  to  advance  our  most  fundamental  national  interests: 
securing  international  stability  and  promoting  American  prosperity  by 
transforming  the  newly  independent  states  into  free  enterprise 
democracies  and  ultimately  into  trading  partners.  At  the  same  time,  we 
are  helping  tens  of  millions  of  people  rebuild  and  reclaim  what  was  lost 
when  Soviet  Conmiunism  overwhelmed  them.  We  can  all  take  pride  in 
what  we  have  accomplished.  Congress  has  supported  our  efforts  in  the 
newly  independent  states  from  the  beginning;  I  urge  you  to  stay  the 
course. 
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n.    USAID's  impact  in  the  former  Soviet  Union 

A.   Russia 

For  the  last  four  years,  Russian  reformers  -  with  our  help  -  have 
been  laying  the  foundations  of  the  New  Russia.    While  I  feel  it  would  be 
idle  to  speculate  about  the  outcome  of  the  Russian  presidential  election, 
whoever  comes  to  power  will  confront  new  institutions  and  new  "rules  of 
the  game"  that  would  have  been  inconceivable  a  decade  ago,  and  only  a 
vague  idea  in  1991. 

First  and  foremost,  the  wirmer  will  face  an  established  private 
sector.    It  bears  repeating  that,  only  five  years  after  the  fall  of  the  Soviet 
Union,  51%  of  Russia's  workers  derive  their  income  from  private 
enterprise  and  more  of  Russia's  GDP  is  produced  in  the  private  sector 
than  is  Italy's.    This  remarkable  growth  has  been  the  result  of  two  linked 
movements:    privatization  and  new  business  development.   Together  they 
have  transformed  Russia,  and  created  a  massive  bulwark  against 
backsliding. 

There  is  no  need  to  tell  this  committee  at  length  about  the  industrial 
privatization  program  and  the  role  that  US  assistance  played  in  bringing  it 
about.   The  numbers  speak  for  themselves.     97%  of  eligible  Russians 
picked  up  their  privatization  vouchers,   40  million  of  them  now  own 
shares  in  privatized  companies,  and  120,000  companies  of  all  sizes  are 
now  in  the  private  sector,  which  accounts  for  over  50%  of  the  Russian 
GDP.    In  these  times  of  political  volatility,  however,  it  may  be  worth 
thinking  about  the  implications  of  these  developments.   Those  who  have  a 
stake  in  their  own  society  are  unlikely  to  want  to  give  up.    For  example, 
more  than  120,000  factory  managers  have  gotten  used  to  not  asking 
Moscow  every  time  they  want  to  develop  a  product,  contract  with  a 
supplier,  or  change  a  price.   How  many  among  this  powerful  group  will 
welcome  a  return  to  central  planning  and  supply? 

Parallel  with  the  privatization  of  previously  state-owned  factories, 
the  last  several  years  have  also  witnessed  an  unprecedented  explosion  of 
new  business  start-ups  which  have  been  at  the  heart  of  the  change  in 
Russia.   Our  best  estimates  of  this  rapidly  growing  sphere  suggest  that 
there  are  hundreds  of  thousands  of  new  entrepreneurs  across  Russia 
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participating  in  the  growth  of  a  progressive  and   developing  small 
business  sector.    USAID  recognizes  the  strategic  role  small  businesses 
and  pioneering  entrepreneurs  play  in  Russia's  transition  to  a  viable 
economic  participant  in  the  world  economy. 

While  we  cannot  take  credit  for  the  dynamism  of  the  Russian  small 
business  sector  and  we  cannot  remove  all  the  obstacles,  USAID  has 
played  a  major  role  in  addressing  some  of  the  key  constraints  to  its 
growth.    Polls  conducted  last  summer  and  fall  indicated  that  about  40% 
of  Russians  would  like  to  open  their  own  business,  but  among  the  key 
obstacles  they  cited  was  a  "lack  of  knowledge."    One  of  the  significant 
activities  of  this  program  has  been  the  provision  of  technical  assistance  to 
Russian  institutions  which  serve,  in  turn,  as  a  training,  educational  and 
consulting  service  resource  for  local  businesses.    Over  200  Russian 
institutions  -  small  business  associations,  training  institutions, 
microbusiness  incubators,  business  centers  -  are  receiving  ongoing 
technical  assistance  from  our  contractors  and  grantees.    Our  goal  is  to 
make  these  institutions  self-sustaining  enough  to  continue  providing 
services  to  the  Russian  small  business  community  after  our  assistance 
ends,  and  almost  one-third  of  them  have  already  achieved  this  status. 

In  addition,  we  have  helped  develop  a  nationwide  business  training 
network  that  already  reaches  into  36  regions  of  Russia,  and  we  have 
trained  over  1,600  of  the  trainers  who  will  work  in  this  network.    One 
grantee  alone  can  claim  credit  for  the  creation  of  over  1,100  new 
business  and  45,000  new  jobs.    Over  40,000  Russian  entrepreneurs  have 
received  a  total  of  over  570,000  hours  of  practical  business  consulting  or 
training  through  this  program.    This  training  and  consulting  has  had  a 
definitive  impact  on  improving  small  and  medium  business  operations,  as 
80%  of  clients  responding  to  a  survey  conducted  by  USAID  grantees 
indicated  that  their  profits  had  risen  due  directly  to  the  training  and 
hands-on  advice  received. 

In  the  financial  sector,  a  vital  component  for  small  and  medium 
business  development,  USAID  grantees  and  contractors  help  enterprises 
and  entrepreneurs  successfully  obtain  financing  ~  totalling  over  $6 
million  to  date  -  through  banks,  funds,  partnerships,  and  other  financial 
institutions.    Grantees  and  contractors  have  also  directly  made  over  97 
leases,  loans  and  grants,  valued  at  over  $  4  million,  to  micro  and  small 
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businesses.    Furthermore,  over  700  banking  officials  and  lending  officers 
have  received  USAID  funded  training  specific  to  the  small  and  medium, 
business  sector.    This  training  includes  analysis  of  business'  credit- 
readiness,  small  business  lending  practice,  non-credit  bank  services,  asset 
and  liability  management,  and  marketing. 

Secondly,  the  next  Russian  president  will  inherit  a  Russia  of  private 
home  owners.    Housing  privatization  is  so  popular  among  Russians  that 
no  major  candidate  for  the  presidency  -  including  the  Communist  -  is 
challenging  it.    About  50%  of  Russian  families  now  live  in  privatized 
apartments  or  dachas,  and  even  many  of  the  older  generation  that 
question  the  reform  process  value  the  opportunity  to  pass  something  on  to 
their  children  and  grandchildren. 

In  this  sector,  while  USAID  cannot  take  all  the  credit,  we  have  had 
a  major  impact.    We  have  focused  on  legal  and  regulatory  reform,  on 
developing  effective  means  of  management  and  maintenance  of  privatized 
housing  units,  and  on  developing  mortgage  banking  to  advance  the 
housing  and  real  estate  market.    USAID-funded  advisors  helped  draft  the 
Law  on  Fundamentals  of  Housing  Policy,  a  series  of  laws  and  decrees  on 
housing  finance,  and  laws  on  establishing  property  rights  and 
condominiums. 

A  key  constraint  to  privatizing  apartments  has  been  the  lack  of 
clarity  over  both  ownership  of  shared  space,  like  roofs  and  staircases,  and 
responsibilities  for  maintenance.   We  have  tried  to  remove  this  constraint 
by  showing  how  condominiums  work  and  have  established  about  250 
model  condominiums  in  over  20  cities.   We  have  also  succeeded  in 
showing  the  advantages  of  competitive  private  maintenance  of  housing; 
the  amount  of  Moscow  housing  under  such  maintenance  has  increased 
eightfold,  and  consumer  satisfaction  over  20  times. 

A  nation  of  homeowners  is  a  nation  of  people  who  have  something 
to  lose.    It  is  a  more  stable  nation,  both  domestically  and  internationally. 
USAID  has  therefore  tried  to  encourage  ownership  through  supporting  the 
development  of  mortgage  banking  and  land  titling.   We  have  helped  over 
20  banks  train  in  mortgage  lending  and  form  an  association  that  can 
continue  after  we  leave.   We  have  helped  Russians  take  the  revolutionary 
but  essential  step  of  issuing  and  registering  title  to  their  land  and 
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apartments.    Our  impact  in  this  sector  is  not  simply  measured  in  our  own 
projects,  however.    We  have  worked  hand-in-hand  with  the  World  Bank 
to  help  design  and  disburse  one  $400  million  loan  that  is  already  being 
implemented,  and  an  additional  $1  billion  in  urban  sector  loans  in  the 
appraisal  or  plarming  stages. 

Finally,  whoever  comes  to  power  in  Russia  will  confront  an 
energized  and  independent  media.    One  of  the  most  striking  differences 
between  the  Russia  of  1991  and  the  Russia  of  today  is  the  variety  of 
media  outlets  that  did  not  exist  under  Communism.    In  1991,  all  Russia 
received  its  televised  news  from  only  one  source,  and  the  Central 
Television  Service  controlled  central  and  regional  outlets.    Today,  there 
are  at  least  500  broadcasting  companies  manufacturing  original  programs 
in  Russia,  and  the  guide  to  them  is  300  pages  long. 

Variety  is  not  synonymous  with  objectivity,  nor  is  it  a  cast-iron 
guarantee  of  journalistic  or  commercial  ethics.    However,  the  contrast 
between  yesterday  and  today  leaves  no  question  but  that  the  movement  is 
in  the  right  direction.    Given  Russia's  history  and  present  institutional 
structure,  the  importance  of  independent  media  as  a  check  on  the 
government's  power  cannot  be  overstated. 

Here  again,  US  AID,  though  hardly  responsible  for  all  the  change 
in  this  sector,  has  been  a  crucial  catalyst  in  its  development.    The 
network  of  USAID-supported  independent  regional  stations  that  I  reported 
on  last  year  has  increased  dramatically  in  size  and  sophistication.    1 12 
Russian  stations  (170  NIS-wide)  are  affiliated  with  the  network  ,  and  67 
participate  in  the  development  of  the  shared  news  show:  "Local  Time." 
The  network  is  now  more  and  more  linked  by  satellite  communications, 
rather  than  relying  on  couriers  carrying  tapes.   We  have  also  sponsored  a 
partnership  between  our  National  Association  of  Broadcasters  and  the 
fledgling  Russian  Association,  with  the  effect  that  the  latter  is  now 
effectively  representing  the  Russian  television  industry  at  the  national 
level.    In  a  word,  where  there  once  were  a  few,  untrained  visionaries 
with  a  burning  desire  that  the  media  should  be  free,  there  is  now  a 
mature  industry  staffed  by  professionals,  many  of  whom  were  trained  or 
supported  by  US  AID. 

These  impacts  that  I  have  chosen  to  highlight  today  are  far  from 
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the  only  ones.  In  previous  testimony,  I  have  described  the  jury  trial 
initiative  and  judicial  training,  work  on  commercial  law  development 
including  the  Civil  Code,  and  development  of  capital  markets.    All  these 
are  also  areas  in  which  US  AID  directly  influenced  Russia's  evolution 
toward  democracy  and  a  free  market.    Moreover,  these  developments  are 
part  of  the  institutions  and  procedures  that  can  be  considered  the 
foundation  of  the  New  Russia. 

Because  of  the  marked  budgetary  decline  for  Russia,  USAID's 
program  is  on  a  closeout  course. 

Over  the  next  two  years,  our  program  will  bring  most  of  its 
resources  to  bear  on  completing  our  support  to  the  economic  transition: 
reform  of  the  tax  system,  accelerated  development  and  growth  of  private 
enterprises,  a  more  market-supportive  financial  sector,  and  a  more 
economically  and  environmentally  sound  energy  sector. 

Our  democracy  program  will  focus  on  better  and  more  informed 
citizen  participation  in  the  transition  process,  emphasizing  the  independent 
media  and  nongovernmental  organizations  to  make  them  more  self- 
sustaining.  Rule  of  law  work  will  be  coordinated  with  a  World  Bank  loan 
expected  to  be  negotiated  this  summer.  Support  to  labor  law  centers  will 
continue.   One  of  the  few  new  initiatives  we  will  undertake  is  a  local 
government  initiative  to  combine  work  on  NGOs'  participation  in  local 
government  with  improving  the  ability  of  local  governments  to  deliver 
essential  urban  services  and  infrastructure  to  their  residents. 

Finally,  we  will  be  working  in  the  social  sector:   on  health  system 
restructuring,  disseminating  successful  models  of  health  service  delivery 
developed  in  prior  years,  and  working  on  improved  health  care  financing; 
and  on  environmental  pollution  at  both  the  policy  and  technology  levels, 
using  models  of  pollution  control  and  natural  resources  management  in  a 
few  pilot  regions  and  promoting  them  nationwide. 

It  is  too  often  forgotten  that  whatever  happens  in  the  Russian 
presidential  elections,  the  struggle  over  Russia's  reform  course  will 
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continue.    If  the  Communists  lose,  they  won't  give  up  or  go  away.    And 
if  the  Communists  win,  they  will  confront  a  very  different  Russia  from 
when  they  were  last  in  power.    As  I  said  earlier,  the  good  news  is  that 
whatever  the  outcome  of  the  elections,  the  foundations  of  the  New  Russia 
are  in  place.    We  must,  under  any  scenario,  maintain  our  support  for 
reform. 

Some  program  directions  are  clear,  and  seem  to  us  appropriate 
under  any  outcome.    Our  close  partnership  with  the  central  government, 
which  secured  us  such  remarkable  results  in  the  area  of  privatization, 
already  represents  a  smaller  proportion  of  our  program  and  funds  will 
increasingly  move  to  support  counterparts  outside  the  central  government, 
and  outside  of  government  altogether.    Over  60%  of  our  assistance 
already  goes  to  support  non-central-government  counterparts  now;  we  see 
that  percentage  increasing. 

Likewise,  Russians  on  all  sides  of  the  political  spectrum  see  a  need 
to  reform  the  tax  system.  In  this,  they  are  supported  by  both  Westerners 
doing  business  in  Russia  and  the  indigenous  Russian  business  community. 
To  the  extent  that  the  post-election  central  government  is  receptive,  we 
owe  it  to  those  who  are  trying  to  make  the  market  work  to  promote  a  tax 
system  that  does  not  make  the  market  unprotitable. 

If  pro-reform  Russian  government  is  elected  we  could  help 
complete  key  structural  reforms  in  the  capital  and  land  markets  that  will 
put  a  first  floor  on  top  of  the  foundation  that  has  already  been  built. 

If,  however,  the  elections  bring  to  power  a  group  that  is  hostile  to 
reform,  the  key  constituencies  of  reform  may  need  all  the  help  they  can 
get.    If  we  have  a  chance  to  continue  supporting  independent  media, 
reform-minded  local  and  regional  governments,  small  business,  and 
non-governmental  organizations,  just  to  take  some  obvious  examples,  I 
think  we  should  do  so. 

B.  Ukraine  and  Moldova: 

Ukraine  is  the  largest  NIS  assistance  beneficiary  in  this  year's 
budget  and  the  FY  97  request. 
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In  evaluating  the  situation  in  Ukraine,  we  must  remember  that  it  is 
operating  under  significant  disadvantages.     Modem  Ukraine  suffers  from 
inadequate  fossil  fuel  reserves,  continuing  balance  of  payments  problems, 
a  Soviet-era  constitution,  and  the  crushing  legacy  of  the  Chomobyl 
disaster.     Nor  should  we  underestimate  the  effects  of  decades  of  Soviet 
domination  that  have  helped  hold  Ukraine  back. 

We  have  all  been  frustrated,  over  the  last  5  years,  with  Ukraine's 
fitful  movement  toward  the  sustainable  democratic  free-market  state  that 
it  can  and  must,  become.    A  key  constraint  to  Ukrainian  development  has 
been  its  slow  movement  in  privatization.    Until  assets  are  off  the  state 
books,  the  "invisible  hand"  of  the  marketplace  cannot  do  its  work. 
Because  this  process  is  so  important,  we  have  remained  consistently 
engaged  in  this  sector,  persuading  the  reluctant,  encouraging  the 
courageous,  and  supporting  those  positive  steps  we  have  seen. 

It  has  been  hard  work,  but  there  is  reason  to  believe  that  it  has 
finally  paid  off.    The  visits  of  Deputy  Prime  Minister  Shpek  and 
President  Kuchma  this  winter  brought  agreement  on  definitions, 
benchmarks,  and  targets,  and  it  appears  that  these  targets  are  being  met. 
By  the  end  of  March,  over  1 ,200  enterprises  had  been  privatized 
according  to  rigorous  definitions.    New  enterprises  were  entering  the 
process  at  a  rate  of  over  325  a  month  and  being  processed  and  sold  fast 
enough  to  reach  a  goal  of  2,000  privatizations  by  the  end  of  June.   This 
is  more  movement  than  we  have  seen  in  four  years,  and  encourages  us  to 
think  that  a  corner  has 
been  turned. 

Reforming  the  energy  sector  is  critically  important  for  Ukraine.   It 
is  key  to  overcoming  balance  of  payments  problems,  making  it  possible 
to  close  Chomobyl,  and  for  putting  the  Ukrainian  economy  on  a  solid 
footing.    The  Ukraine  is  faced  with  a  staggering  energy  import  bill, 
estimated  by  the  World  Bank  at  $7,485  billion  in  1995.     Much  of  this 
imported  oil,  gas  and  coal  is  wasted  due  to  technical  and  economic 
inefficiencies.   Consumer  non-payment  and  internal  cash  transfer 
problems  have  also  limited  generation  and  distribution  of  energy  and 
further  constrained  economic  reform  and  recovery. 

But  Ukraine's  leaders  are  taking  decisive  steps  to  deal  with  these 
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problems.    Ukraine  has  completed  a  major  restructuring  of  its  electric 
power  monopoly  into  a  competitive,  decentralized  system  with  an 
independent  regulatory  commission.    A  major  milestone  was  reached  on 
April  10  with  the  initiation  of  a  competitive  bidding  system.    The  pace 
and  depth  of  this  reform  makes  Ukraine  a  path-breaker  within  the  NIS, 
and  helps  create  incentives  for  economic  and  efficient  operations. 
USAID,  in  conjunction  with  others  in  the  international  donor  community, 
provided  crucial  expertise  in  supporting  this  transformation. 

Ukraine  can  survive  with  limited  domestic  sources  of  energy. 
South  Korea,  Taiwan,  and  France  must  all  import  fossil  fuels,  but  they 
earn  enough  from  sales  of  exports  to  neutralize  the  balance  of  payments 
drain.  Another  part  of  the  solution  is  stimulating  sectors  that  can  provide 
export  earnings  to  pay  for  the  energy  they  utlize.     For  the  foreseeable 
future,  agriculture  will  be  the  source  of  a  great  deal  of  Ukraine's   foreign 
exchange. 

USAID  recognized  this  reality  and  took  on  this  challenge.   Through 
Phase  I  of  our  Agribusiness  Partnerships  Program,  we  introduced  four 
pilot  Farm  Service  Centers  in  four  Ukrainian  oblasts.   These  private, 
profit-oriented  alternatives  to  the  old  system  of  state  monopolies  provide 
access  to  western  technology,  inputs  and  markets.   These  centers  have 
introduced  new  cultivation  methods  to  Ukraine  -  increasing  yields,  saving 
energy,  and  reducing  pesticide  runoff.    Even  more  importantly,  they  have 
introduced  a  new  model  of  doing  business. 

Ukraine's  development  as  an  economy  depends  on  reforms  like 
these;  its  development  as  a  democracy  depends  in  large  measure  on 
writing  a  new  Constitution.    Until  last  June,  the  country  operated  in  a 
political  structure  based  on  the  Soviet  Ukrainian  constitution  of  1977. 
With  the  passage  of  the  "Law  on  Power"  in  June,  1995,  a  more 
streamlined  and  reform-friendly  system  was  put  in  place  for  one  year, 
while  drafting  of  a  new  Constitution  was  to  occur.    If  the  year  runs  out 
before  the  Constitution  is  ratified,  Ukraine  risks  losing  critical  momentum 
in  economic,  legal,  and  political  reform. 

USAID  has  been  working  closely  with  Ukrainian  reformers  on  a 
new  Constitution.    Recently,  we  have  intensified  our  efforts  and  have 
established  a  special  coordination  committee  that  meets  regularly  in  Kiev 
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and  Washington  to  provide  ongoing  assistance  in  this  area.    Our  team  of 
experts  works  closely  with  President  Kuchma's  and  the  Rada's 
Constitutional  Committees,  as  well  as  a  number  of  officials  and  non- 
governmental organizations  (NGOs)  at  the  state  and  local  levels.    Our 
goal  is  to  see  the  Ukrainians  pass  a  new  reform-oriented  Constitution 
which  can  serve  to  promote  continued  economic  and  political  reforms. 

In  order  for  Ukraine  to  become  a  viable  and   prosperous  country  at 
the  end  of  the  transition,  the  Ukrainian  people  must   maintain  the 
momentum  of  reform.   That  was  made  more  difficult  because  post-Soviet 
reformers  simply  did  not  possess  the  market-compatible  mechanisms  to 
alleviate  the  suffering  of  those  impoverished  after  the  collapse  of 
Communism.  Not  surprisingly,  public  for  reform  wavered. 


The  housing  sector  is  illustrative.  Under  the  old  orderand  right 
through  1995,  housing  was  an    example   of  a  universal  subsidy  provided 
through  a  fixed  price.    Payments  for  housing  and  utilities  were 
standardized,  and  covered  only  4%  of  the  associated  costs.   The  subsidies 
from  general  government  revenues  required  to  cover  the  gap  between 
costs  and  payments  accounted  for  75  %  of  the  national  consolidated 
budget  deficit  in  1995. 

In  order  to  control  its  deficit  and  meet  IMF  targets,  the 
Government  of  Ukraine  (GOU)  needed  to  raise  rents  and  utility  prices. 
This  would  have  been  politically  and  socially  unsustainable  unless 
lower-income  families  could  be  protected  from  the  full  force  of  the 
increases.   US  AID  contractors  helped  set  up,  regulate,  and  explain  a 
means-tested  housing  subsidy  program  that  enabled  parallel  price 
increases.   With  US  AID  help,  the  GOU  was  able  to  open  a  housing 
subsidy  office  in  each  of  720  districts  in  the  country  with  trained  staff  in 
a  period  of  three  months.   This  program  succeeded  in  both  helping  the 
neediest  -  over  eight  hundred  thousand  households  qualified  for  and 
received  subsidies  -  while  reducing  Ukraine's  fiscal  woes.     Balancing 
the  higher  rents  against  the  subsidies,  this  program  reduced  the  Ukrainian 
budget  deficit  by  an  estimated  $600  million  in  1995  -  which  helped  the 
GOU's  minimize  its  difficulties  with  the  IMF. 

USAID's  program  for  fiscal  year  1997  will  build  directly  on  the 
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successes  of  the  past.    Let  me  describe  some  of  the  highlights  and  key 
program  directions. 

In  the  area  of  private  sector  development,  we  will  support  an 
accelerated  transfer  of  existing  enterprises  into  private  hands,  and  focus 
even  more  energy  on  the  development   of  new  businesses.    We  will  work 
on  the  development  of  a  capital  market,  so  that  the  transfer  of  title  can 
lead  to  a  real  change  in  the  way  of  doing  business,  and  so  that  economic 
discipline  will  be  enforced  by  domestic  capital  flowing  towards  profitable 
enterprises  and  away  from  those  that  do  not  change. 

In  the  energy  sector,  we  will  continue  to  help  improve  the 
commercial  viability  of  the  electric  power  system,  support  the  move  to 
privatization,  and   mobilize  external  investment.    Our  power  sector 
project  is  laying  the  groundwork  for  a  $300  million  World  Bank  sector 
loan,  and  we  will  continue  to  coordinate  closely  with  the  World  Bank  and 
European  Bank  for  Reconstruction  and  Development  on  power,  coal,  and 
energy  efficiency  reforms  and  project  development.    Elements  of  this 
program  directly  support  the  G-7/Ukraine  Memorandum  of 
Understanding  on  the  closure  of  Chomobyl  by  in  year  2000. 

USAID  has  developed  a  three-year  strategy  to  support  the 
modernization  and  marketization  of  the  agribusiness  sector.    Building  on 
the  successes  of  existing  activities,  we  plan  to: 

•  Expand  our  network  of  Farm  Service  Centers  from  four  to  14, 
in  order  to  supply  up  to  25  %  of  Ukrainian  firms  with  real 
alternatives  to  state  monopoly  suppliers  of  inputs  and  purchasers  of 
products. 

•  Create  a  private-sector  based  facility  to  provide  short-  and 
medium-term  credits  to  Ukrainian  farmers  for  their  purchase  of  US 
agricultural  inputs  and  equipment. 

•  Establish  a  new  generation  of  US-Ukrainian  agribusiness 
partnerships,  focusing  on  the  processing,  packaging  and  marketing 
linkages  that  will  be  essential  for  exports. 

•  Set  up  private,  independent  commodity  exchanges  in  Ukraine  to 
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speed  and  regularize  the  trading  of  agricultural  products 

All  of  this  will  be  coordinated  with  other  donors  and  our  farmer-to- 
farmer  programs,  and  will  also  be  integrated  with  our  technical  assistance 
programs  that  encourage  positive  policy  changes  -  such  as  privatization, 
farm  restructuring,  macroeconomic  stabilization. 

It  is  our  hope  that  Ukraine  finalizes  and  ratifies  a  new  constitution 
before  the  beginning  of  FT  97.    That  will  not  end  our  support  for  the 
democratic  sector  in  Ukraine,  of  course.    All  along,  we  have  been 
working  with  the  Rada  to  try  to  make  it  a  more  modern  deliberative 
body.    That  work  will  continue.     All  along,  we  have  been  supporting 
local  government,  in  part  helping  make  the  Ukrainian  Association  of 
Cities  into  an  effective  advocate  for  municipal  interests.    That  work  will 
continue.    All  along,  we  have  supported  the  development  of  independent 
media.    That  work  will  continue.    All  along,  we  have  attempted  to 
strengthen  civil  society  in  general  and  the  NGO  community  in  particular. 
We  are  not  planning  to  stop.     All  along,  we  have  been  laying  the 
foundations  for  a  reformed  legal  profession  in  Ukraine  by  developing 
modern  law  school  curricula.     We  will  also  continue  that  work. 

Our  contribution  to  the  housing  subsidy  program  and  our  quick  and 
supportive  response  to  GOU  requests  so  impressed  Ukrainian  policy 
makers  and  produced  such  significant  budgetary  savings,  that  they  have 
turned  to  us  to  help  dismantle  the  remaining  remnants  of  Communist 
welfare  state  and  replace  it  with  a  means-tested  system  for  distributing 
benefits. 

Ukraine's  neighbor,  Moldova,  shows  the  advantages  of  moving 
briskly  with  privatization.     With  USAID  support,  Moldova  has 
completed  its  mass  privatization  program,  with  two-thirds  of  the 
non-agricultural  economy  privatized,  including  1,140  medium  and  large 
scale  enterprises,  and  nearly  1,100  of  smaller  size. 

Given  this  success,  the  emphasis  of  USAID  assistance  to  Moldova 
is  now  on  post-privatization.    USAID  is  focusing  on  areas  that  are 
essential  to  ensure  that  new  and  developing  enterprises  become 
commercially  viable  ~  building  the  capacity  of  Moldovan  professionals, 
independent  firms,  and  nascent  industries  to  function  and  prosper  in  a 
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market  economy. 


On  the  financial  side,  Moldova  is  moving  ahead  to  create  a  private 
banking  sector  together  with  a  transparent  and  open  securities  system. 
The  country  now  has  a  stock  exchange  with  100  firms  trading  and  a 
Securities  and  Exchange  Commission  to  ensure  appropriate  oversight  and 
enforcement.    The  development  of  the  financial  infrastructure  is 
continuing  at  an  accelerated  pace.    The  Central  Bank  has  converted  to  a 
new  chart  of  accounts  that  is  consistent  with  internationally  accepted 
accounting  principles,  and  the  commercial  banks  are  expected  to  convert 
by  the  end  of  1996.    Improved  banking  supervision  is  a  major  emphasis, 
and  it  has  led  to  the  formation  of  a  troubled  bank  resolution  unit  in  the 
central  bank,  with  assistance  from  USAID.    This  unit  has  already  made 
its  first  recommendations  for  dealing  with  the  largest  troubled  institutions. 


C:  Caucasus 

The  countries  of  the  Caucasus  have  distinct  advantages  in  their 
transition  to  free   markets.    Armenians  and  Georgians,  especially,  have  a 
longer  history  and  greater  familiarity  with  market  economics  than  almost 
any  peoples  of  the  former  Soviet  Union.    Just  a  walk  through  a  Georgian 
vineyard,  a  visit  to  an  Armenian  university,  or  a  glance  at  a  geologist's 
report  on  the  Caspian  Sea  oil  fields  suggests  the  potential  of  these 
countries.    However,  international  and  civil  conflict  continue  to  stand  in 
the  way  of  realizing  this  potential.     Peaceful  resolutions  to  regional 
territorial  disputes  would  accomplish  more  than  any  donor  assistance. 
Political  stability  and  re-establishment  of  historic  trade  routes  would 
attract  investment,  and  lead  to  increased  employment  and  government 
revenues. 

Despite  hardships,  Armenia  registered  real  economic  growth  in 
1994  and  1995;   Georgia  has  made  significant  progress  in  macroeconomic 
stabilization,  reducing  inflation,  liberalizing  prices,  successfully 
introducing  a  new  currency,  and  reducing  its  fiscal  deficit  from 
approximately  19%of  GDP  in  1994  to  6%  in  1995.    Nevertheless, 
humanitarian  assistance  is  still  required.    Directly,  as  well  as  through 
international  agencies,  we  are  helping  meet  the  needs  of  vulnerable 
populations  for  food,  medicines,  and  fuel. 
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The  transition  from  humanitarian  objectives  to  development  goals 
in  Armenia  is  beginning.    We  have  structured  our  humanitarian  aid  to 
derive  a  longer  term  developmental  impact.    For  example,  as  we  supply 
natural  gas,  we  are  also  arranging  for  the  installation  of  gas  meters  for 
consumers,  which  will  provide  the  basis  for  a  market-based,  less  wasteful 
energy  sector  to  undergird  economic  growth  for  the  future.     We,  in 
concert  with  other  donors,    have  also  successfully  encouraged  the 
Government  of  Armenia  to  undertake  needed  policy  reforms  that  will  help 
transform  this  sector. 

In  addition,  in  FY  97,  we  are  going  to  devote  more  support  to 
responsible  fiscal  policies  and  administration  by  supporting  work  on  the 
tax  code,  underwriting  the  economic  analysis  that  develops  policy 
options,  and  developing  a  market  in  government  securities.  We  are 
helping  set  the  legal  and  regulatory  framework  for  real  estate  markets  and 
designing  the  cadastral  and  titling  systems  that  will  lay  at  its  foundation. 
We  are  also  assisting  the  Armenians  to  bring  their  national  accounting 
system  up  to  western  standards.   All  of  these  policy  reforms  are 
important  now,  and  will  bring  greater  economic  returns  when  the  external 
situation  stabilizes. 

We  will  also  help  Armenia  purge  its  political  structures  of  the 
vestiges  of  the  Soviet  system.    Our  key  activities  are  the  implementation 
legislation  for  the  new  constitution,  new  civil  and  criminal  codes,  an 
independent  judiciary  and  legal  profession,  and  independent  media.   We 
are  active  in  all  these  areas,  and  will  remain  active  during  FY  97. 

In  Georgia,  the  bulk  of  our  assistance  has  also  been  emergency 
humanitarian  aid.    We  have  been  the  largest  bilateral  donor  to  the 
Georgians,  supplying  over  750,000  citizens  of  that  country  with  fuel  oil, 
supplemental  food  packets,  medicine,  or  clothing.   In  addition,  we  have 
worked  with  UNICEF  and  other  multi-lateral  donors,  both  to  combat 
specific  scourges  such  as  diphtheria  and  to  create  a  humanitarian 
assistance  infrastructure  for  the  entire  Caucasus. 

In  FY  97,  however,  we  are  looking  at  a  different  picture.   Political 
structures  stabilized  when  our  friend  Eduard  Shevardnadze  was  freely 
elected  President.   The  Abkhazian  conflict,  while  still  a  source  of 
controversy  and  grief,  has  at  least  temporarily  ceased  being  an  active 
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military  struggle.    Humanitarian  assistance  is  still  necessary,  but  it  will 
drop  below  50%  of  our  effort,  and  the  developmental  side  of  our  work 
will  expand.    A  key  step,  which  we  supported  with  policy  advice,  was 
the  signing  of  a  $112  million  Stand-by  Facility  with  the  IMF.    The 
Georgian  government  is  committed  to  fiscal  stability,  and  we  are 
providing  them  with  the  technical  assistance  and  training  to  develop 
appropriate  policies  and  systems. 

Macroeconomic  stabilization  is  key,  but  it  is  only  a  first  step.    We 
are  also  working  with  the  European  Union  to  develop  a  viable 
commercial  banking  sector,  and  are  in  the  process  of  establishing  the 
Trans-Caucasus  Enterprise  Fund,  which  will  be  a  source  of  start-up 
capital  as  the  region  begins  its  long  awaited  economic  recovery  and  trade 
and  investment  increases.    Finally,    Georgia's  position  on  the  pipeline 
routes  from  the  Caspian  Sea  provides  a  special  opportunity  for  economic 
growth  over  the  next  several  years.     USAID  has  provided  technical  legal 
advice  to  help  develop  an  expanded  energy  transport  sector  in  Georgia 
around  which  general  economic  growth  could  coalesce. 

Although  USAID  continues  to  provide  limited  humanitarian 
assistance  to  Azerbaijan,  in  compliance  with  Article  907  of  the  Freedom 
Support  Act,  that  country  has  the  potential  to  eventually  meet  its  own 
economic  and  social  development  needs  once  its  oil  and  natural  gas 
resources  begin  to  produce.   Most  USAID  assistance  has  been  focused 
on  relieving  the  suffering  of  refugees  and  internally  displaced  persons. 

USAID  has  also  provided  assistance  through  PVOs  for  Azerbaijan's 
pre-election  activities,  and  will  continue  modest  efforts  such  as  training  in 
as  voter  education,  political  party  building,  media  development  including 
independent  journalism. 

D.   Central  Asia: 

The  Central  Asian  Republics  confront  a  wide  range  of  different 
development  problems  as  the  five  states  make  the  transition  to  market- 
based  economies  and  the  rule  of  law.   Reform  has  proceeded  slowly  in 
Turkmenistan,  for  ideological,  and  Tajikistan,  for  military  reasons. 
Resource-rich  and  populous  Uzbekistan  is  still  grappling  with  the  first 
stage  of  this  change.   Kyrgyzstan,  which  recently  conducted  a  nationwide 
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election,  has  the  will  to  reform  economically,  but  faces  resource 
constraints.    Kazakstan  seems  to  have  both  the  resources  and  the  will  on 
the  economic  front,  but  democratic  development  has  lagged.    None  of  the 
problems  are  easy  to  address.    Nonetheless,  our  programs  in  Central  Asia 
contain  significant  successes,  and  are  poised  for  major  impact  in  FT  97. 

Kazakstan  has,  with  substantial  US  AID  support,  completed  its 
voucher  privatization  program.    85  %  of  the  population  picked  up  their 
coupons,  and  1,712  enterprises  were  offered  for  auction.    Overall,  40% 
of  industrial  production  was  in  majority  private  hands  by  April,  1996. 
Moreover,  the  opening  of  Central  Asia's  first  stock  market  last  spring  in 
Almaty  will  help  institutionalize  the  movement  towards  the  market. 
USAID  is  continuing  to  work  with  the  stock  exchange,  brokers,  and  the 
Kazak  Securities  and  Exchange  Commission  to  institutionalize  and 
professionalize  this  crucial  market. 

Another  key  success  in  Kazakstan,  crucial  in  setting  appropriate 
government  and  private  roles  in  the  emerging  marketplace,  has  been  in 
the  area  of  tax  reform.    USAID-funded  assistance  helped  Kazakstan 
introduce  a  new  tax  code,  hailed  as  the  most  comprehensive  and 
systematic  body  of  new  tax  law  introduced  within  the  NIS.    Forty-five  tax 
laws,  22  of  which  granted  various  forms  of  exemption  have  been  reduced 
to  one,  more  universally  applied,  law.  Now  our  task  is  to  help  Kazakstan 
implement  this  promising  code. 

In  Kyrgyzstan,  Western  insistence  on  macroeconomic  stabilization, 
reinforced  by  policy  advice  and  technical  assistance  from  USAID  and 
other  donors,  has  produced  noteworthy  rewards.   The  fundamental 
budget,  monetary,  and  inflationary  indicators  have  been  favorable  for  an 
extended  period  of  time,  and  appear  to  rest  on  solid  policy  foundations. 

In  addition,  Kyrgyzstan's  early  commitment  to  economic 
restructuring  included  a  successful  mass  privatization  program,  which  is 
now  being  brought  to  a  close.    USAID  also  played  a  key  role  here.  Over 
90%  of  the  privatization  coupons  that  were  distributed  have  been  invested 
directly  by  citizens.  By  July,  1996,  900  companies,  representing  70%  of 
industrial  employment,  will  have  gone  through  the  privatization  auction 
process.   As  in  Kazakstan,  the  success  in  privatization  is  being  followed 
by  the  development  of  a  stock  exchange  that  will  become  the  core  of  a 
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regulated  capital  market. 


The  emergence  of  a  vibrant  civil  society  that  can  play  a  positive 
and  constructive  role  in  national  affairs  is  the  base  for  democratic 
development.    We  have  paid  special  attention  to  the  encouragement  of 
NGOs  wherever  we  are  active  in  the  region.  Through  small  grants 
programs  in  Kyrgyzstan,  Kazakstan,  and  Uzbekistan,  USAID  has 
supported  indigenous  organizations  that  are  trying  to  mobilize  their  fellow 
citizens  around  human  rights,  environmental,  women's,  rule  of  law,  and 
market  transition  issues.    While  still  weak  in  absolute  numbers  and 
inexperienced  in  administrative  affairs,  the  NGO  sectors  of  Central  Asia 
have  advanced  from  a  concept  five  years  ago  into  a  noticeable  network 
today.    This  is  a  sector  we  consider  especially  important,  and  we  will 
continue  to  focus  our  efforts  there. 

Similarly,  as  elsewhere  in  the  Soviet  Union,  there  were  no  truly 
independent  television  stations  in  Kazakstan  five  years  ago.    Now  there 
are  five  in  Almaty  alone,  and  38  across  the  country  as  a  whole.    These 
stations  have  formed  themselves  into  an  association  of  Independent 
Electronic  Mass  Media  to  protect  and  strengthen  themselves  as  a  group. 


E.   Regional  themes 

Environment 

Environmental  policy  needs  reforming   in  the  NIS  no  less  urgently 
than  does  economic  policy,  with  which  it  is  inextricably  linked.  Just  ten 
years  ago,  the  Chernobyl  nuclear  disaster  was  one  of  the  principal 
triggers  that  set  off  the  collapse  of  communism.  Grassroots  anxiety  and 
distress  about  Chernobyl,  along  with  dawning  awareness  about  the 
environmental  devastation  wrought  by  the  communist  economic  system, 
gave  the  whole  rotten  structure  the  needed  push  to  collapse.  The  more  we 
have  learned  since,  the  more  it  is  clear  that  the  environmental  history  of 
the  Soviet  Union  is  the  story  of  thousands  of  unacknowledged 
environmental  disasters.   This  legacy  lives  on;  it  is  among  Communism's 
most  dangerous  and  permanent. 

Economic  policy  cannot  be  separated  from  its  environmental 
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impact.  According  to  the  World  Bank,  more  than  half  the  excess  air 
pollution  in  the  region  can  be  attributed  directly  to  the  underpricing  of 
energy  during  the  Soviet  period.  While  almost  all  the  new  republics  have 
made  some  progress  on  energy  pricing  reform  -  much  of  it  with  USAID 
assistance  —  they  all  have  a  long  way  to  go  before  market-based  pricing 
is  the  norm.    Continued  underpricing  permits  continued  waste  of  fuel  and 
allows  pollution  levels  to  remain  dangerously  high.  Allowing  the  price  of 
energy  to  rise  to  levels  established  by  the  marketplace,  as  is  happening  in 
the  Czech  Republic  and  Poland,  will  increase  efficiency  and  reduce 
pollution. 

Environmental  policy  also  affects  the  region's  future 
competitiveness  in  the  global  economy.  Liabilities  arising  from  past 
environmental  practices  represent  a  major  disincentive  to  potential  foreign 
investors.  Accordingly,  policies,  procedures,  and  financing  to  address 
environmental  liability  issues  are  an  essential  component  of  a  viable 
investment  strategy  for  the  transition  economies.  Another  related 
requirement  is  harmonization  of  environmental  standards  with  European 
Community  and  U.S.  standards  in  order  to  remove  a  potential  barrier  to 
exports  by  new  or  privatized  firms. 

Environmental  protection  efforts  in  the  NIS  should  also  lead  to  the 
development  and  deployment  of  innovative  technologies  that   enhance 
economic  efficiency  and  growth  and  help  create  competitive  long  term 
employment.  These  technologies  ~  which  are  often  labor  intensive  and 
which  are  boosting  economies  throughout  the  industrialized  world  ~  are 
tremendously  important  to  the  former  Soviet  bloc  countries,  where 
unemployment  is  a  serious  social  issue.    Since  the  United  States  is  the 
leading  producer  of  environmental  technologies  and  services,  this 
represents  a  significant  potential  market  for  U.S.  exporters. 

Irrigation  strategies  in  the  high  deserts  and  steppes  of  Central  Asia 
pursued  under  Soviet  central  plarming  devastated  the  Aral  Sea  and  its 
basin  rendering  them  a  disaster  zone.  Contamination  of  groundwater  and 
rivers  with  salts,  pesticides  and  fertilizer  endangers  the  lives  of  hundreds 
of  thousands  of  residents.  The  immense  fishery  of  the  Aral  Sea  is  gone, 
its  fishing  fleets  and  cities  now  miles  from  the  dead  shoreline  of  this  once 
productive  sea.  USAID's  program  is  moving  to  change  these  conditions 
by  providing  clean  water  for  families  and  forging  the  longer  term  changes 
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in  policies  that  can  reverse  this  tragedy.    Desalting  plants  for 
groundwater,  renovated  wells  and  improved  treatment  facilities  for 
contaminated  river  water  bring  clean  water  to  tens  of  thousands  already. 
In  a  ground-breaking  policy  success  the  water  ministers  of  all  five  central 
asian  nations  recently  signed  the  first  water  sharing  agreement  ever 
established  in  this  volatile  and  strategic  region. 

The  NIS  region's  endowment   of  natural  resources,  particularly  the 
forests  of  the  Russian  Far  East  which  compose   a  fifth  of  the  world's 
forests,  including  half  its  conifers,  have  a  huge  potential  world  economic 
impact.    The  great  wealth  represented  by  this  resource  continues  to  be 
squandered  by  abusive  harvesting  and  uncontrolled  fires,  with  enormous 
losses  to  foreign  trade  income  and  a  major  negative  impact  on  the  world's 
carbon  balance.    These  losses  are  compounded  by  the  lack  of  job-  and 
income-creating  downstream  processing  of  forest  resources  within  Russia. 
Sustainable  management  and  conservation  of  the  natural  resource  base  is 
as  essential  to  future  economic  growth,   the  successful  transition  of  the 
former  Soviet  bloc  nations  and  to  global  environmental  security  as  is 
environmental  policy  directed  to  the  industrial  sector.    US  AID  is 
implementing  a  major  program  that  is  improving  forest  policies  and 
practices  in  the  Russian  Far  East. 

Democratization  is  the  other  clear  link  to  environmental  security. 
Non-governmental  organizations  have  continued  to  play  a  key  role  in 
bringing  environmental  issues  before  the  public  and  the  new  governments 
as  participants  in  an  emerging  democratic  political  process. 
Environmental  NGOs  are  often  the  main  voice  in  societies  where,  until  a 
few  years  ago,  private  voluntary  civic  associations  were  forbidden. 
USAID's  environmental  program  has  provided  substantial  support,  across 
the  region,  to  such  organizations,  to  strengthen  their  organizational  and 
outreach  capabilities. 

Secretary  of  State  Christopher  recently  directed  all  overseas  posts 
to  incorporate  environmental  concerns  squarely  within  their  foreign  policy 
agendas  in  the  countries  they  serve.   The  NIS  assistance  program  has 
responded  quickly  to  the  Secretary's  new  directive,  as  indicated  by  the 
explicit  incorporation  of  environmental  sustainability  into  the  NIS 
program  objectives  put  forward  by  the  State  Department's  Coordinator 
for  the  NIS.    Environmental  concerns  will  continue  to  receive  USAID's 
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attention  to  ensure  successful  economic  and  political  transition. 

Crime  and  Corruption 

Crime  is  a  growing  and  critical  systemic  problem  throughout  the 
NIS.    White  collar  crime,  fraud,  customs  violations,  and  corruption 
threaten  the  fabric  of  democracy.    Part  of  the  legacy  of  communism  was 
a  legal  system  inadequate  to  enforce  the  rule  of  law  in  a  free  market 
environment  or  to  serve  as  the  foundation  for  democracy.    Organized 
criminal  groups  are  taking  advantage  of  more  open  societies,  weak  legal 
systems,  and  underfunded  enforcement  apparatuses  to  conduct  illegal 
activities  throughout  the  region. 

USAID  began  implementing  a  two-prong  anti-crime  and  corruption 
program  in  Spring,  1995  in  the  NIS.     In  general,   USAID  has  designed 
programs  to  promote  and  develop  criminal  justice  reform  in  the  NIS,  help 
create  an  independent  judiciary,  and  address  these  underlying  gaps  in  the 
legal  structures  that  allow  room  for  criminal  elements.    These  are  closely 
coordinated  with  the  Coordinator's  office  to  harmonize  with  other 
programs  more  directly  aimed  at  strengthening  law  enforcement  capacity 
and  addressing  international  crime  concerns. 

There  have  been  four  primary  accomplishments  to  date  of  the  USAID- 
sponsored  activities: 

•  Our  grantees  and  the  Department  of  Justice  (DOJ)  have 
provided  both  the  Russian  Duma  and   the  Executive  Branch  with 
comments  on  the  draft  criminal  law  and  criminal  procedure  codes. 

i     Parallel  work  is  under  way  in  other  NIS  countries. 

•  The  Rule  of  Law  Consortium  has  formed  a  network  of  non- 
governmental entities  to  channel  additional  information  and  draft 
anti-crime  and  corruption  commentary  to  the  legislative  working 
groups  and  policymakers. 

•  DOJ,  the  American  Bar  Association,  and  the  Consortium  have 
helped  train  over  300  judges  in  areas  related  to  prosecuting, 
defending,  and  trying  criminal  cases  within  the  context  of  a  rule  of 
law,  democratic  society;   training  is  also  provided  to  investigators, 
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prosecutors,  and  defense  counsel. 

•    Criminal  law  clinics  have  been  established  at  Russia  law  schools 

to  help  improve  anti-crime  training  of  future  lawyers  and  judges. 

Reformers  in  these  law  schools  also  work  on  draft  criminal  law 

legislation  and  teaching  materials. 

On  the  law  enforcement  side,  the  State  Department  provides 
training  and  technical  assistance  to  NIS  law  enforcement  agencies  by 
sending  teams  comprised  of  officials  from  a  variety  of  U.S.  law 
enforcement  agencies  to  the  NIS.    To  date,  approximately  2,400  members 
of  the  NIS  law  enforcement  community  have  been  trained.   Through  this 
program,  partnerships  are  built  between  the  U.S.  and  NIS  countries  to 
help  control  international  organized  crime. 

IV.     Management  reform 

We  are  confident  of  our  ability  to  succeed  in  the  future,  not  only 
because  we  have  succeeded  in  the  past  under  adverse  circumstances,  but 
also  because  USAID  has  improved  its  internal  processes  and  is  better 
engineered  than  ever  before  to  achieve  results 

In  the  last  two  years,  USAID  has  put  sweeping  reforms  in  place. 
The  Agency  has  announced  the  closing  of  21  missions,  reduced  total  staff 
from  10,600  to  9,400  people,  begun  to  reduce  project 
design-to-implementation  time  fourfold  from  27  to  6  months,  started  to 
integrate  state-of-the-art  financial  management  systems,  and  dramatically 
opened  up  its  procurement  process.   USAID  is  proud  to  be  one  of  the 
lead  agencies  in  Vice  President  Al  Gore's  National  Performance  Review 
(NPR),  and  we  are  committed  to  further  "right-sizing"  and  reengineering. 

Our  "managing  for  results"  approach  is  critical  to  assessing  how 
our  programs  in  the  NIS  are  doing,  and  defining  when  they  can 
successfully  end.   The  process  of  setting  objectives  also  helps  us  make 
sure  we  are  putting  our  funding  against  the  core  reforms  which  we  talk 
about. 

First,  a  word  about  the  process  for  putting  these  systems  into  place. 
Over  the  past  year  and  more,  we  have  refined  a  strategic  framework  that 
enables  us  to  view  our  activities  in  terms  of  succinct  "strategic 
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objectives."    For  each  objective  in  each  country,  we  have  been  working 
to  come  up  with  quantifiable  indicators  that  enable  us  to  gauge  the  effects 
of  our  program  activities.     The  first  set  of  comprehensive  country 
reports,  the  "R-4's"  (Results  Review  and  Resource  Request)  are  already 
coming  in. 

Second,  the  "results  framework"  we  have  been  putting  into  place 
gives  us  critical  information,  information  that  we  can  use  in  several  ways. 
The  reports  on  "strategic  objective  performance"  let  us  explain  what 
results  we  intend  to  get  with  a  given  amount  of  funding  and  assess 
whether  activities  are  meeting  their  expectations.    Perhaps  most 
importantly,  this  analytical  approach   helps  us  determine  when  we  can 
drop  certain  activities  in  certain  countries  because  our  presence  is  no 
longer  required.    Ultimately,  this  kind  of  information  will  help  us 
determine  when  it  is  feasible  to  exit  from  a  particular  country. 

Finally,  this  strategic  approach,  while  time-consuming  to  develop, 
helps  us  answer  the  standard  questions  we  ask  about  development 
activities,  such  as  questions  about  efficiency,  sustainability,  and 
comparative  advantage. 

The   management  challenges  and  the  inherent  frustrations  I  spoke 
of  last  time  I  appeared  in  front  of  this  Subcommittee  -  those  associated 
with  being  held  accountable  for  reform  in  the  NIS  with  resource  levels 
that  amount  to  a  tiny  fraction  of  the  economies  in  the  region  -  have  not 
lessened.    I  am  still  aware   that  we  cannot  do  everything.     I  still  realize 
that  we  will  not  meet  everyone's  expectations.   But  I  am  convinced  that 
we  have  a  more  focused  program  that  is  producing  results  and  builds  on 
the  lessons  of  experience. 

Last  time  I  came  before  you,  I  assured  you  of  the  following  points. 
They  are  still  true,  and  we  have  improved,  in  many  cases,  on  our  past 
performance. 

•    We  continue  our  policy  of  terminating  or  phasing  out  programs 
once  they  no  longer  need  our  assistance,  or  if  they  are 
non-performing  . 

-  District  heating  efficiency  improvement  pilot  projects  were 
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determined  to  be  replicable  by  the  Russians,  so  no  new  pilots 
were  funded. 

-  A  $15  million  procurement  for  GAZPROM  under  the 
Commodity  Import  Program  was  cancelled  when  that  firm 
could  procure  the  equipment  commercially. 

-  Core  support  for  the  privatization  network  in  Russia  is 
ending  and   the  privatization  organizations  are  being 
encouraged  to  become  financially  self-sustaining. 

-  Two  construction  contracts  in  the  Russian  Officer 
Resettlement  Project  were  cancelled,  because  of 
non-compliance  with  contract  terms  by  the  host  city  and  the 
contractor,  respectively. 

•  We  are  re-working  programs  in  key  fields  such  as  health  care 
and  environmental  protection  to  get  better  results. 

-  We  have  worked  with  the  health  care  contractor  in  Russia 
to  reduce  its  management  costs,  effecting  a  savings  of  almost 
$2  million. 

-  We  have  reduced  environmental  budget  proposal  for  this 
fiscal  year  by  $1.8  million  in  management  and  overhead 
costs,  while  preserving  the  on-the-ground  technical  assistance 
activities. 

•  We  are  maximizing  cost-sharing  by  host-country  entities  and 
grantees  wherever  possible. 

-  Volunteer-based  implementors  such  as  lESC,  FSVC, 
ABA/CEELI,and  CCI  provide  in-kind  contributions  and 
pro-bono  services. 

-  Some  contractors  and  grantees,  such  as  The  Urban 
Institute,  Intemews,  and  the  Business  Support  Centers  are 
starting  to  charge  fees  to  beneficiaries  for  some  services. 
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-  Host-country  entities  are  supplying  buildings,  facilities, 
core  staff,  and  materials  for  a  number  of  projects. 

-  Ukrainian  Agribusiness  partnerships  have  leveraged 
private-sector  funds  at  a  2.5:1  ratio. 

•  We  are  actively  managing  our  contractors'  and  grantees' 
pipelines  of  obligated  but  unexpended  money  in  order  not  to 
obligate  new  money  before  it  is  really  needed 

-  In  post-privatization  enterprise  support,  agricultural 
partnerships,  and  environmental  technical  assistance,  for 
example,  we  have  "saved"  about  $  10  million  that  has  been 
redirected  to  new  high  priorities. 

•  We  are  moving  to  utilize  more  and  more  indigenous  personnel 
to  lower  costs  and  to  build  host-country  capacity  after  we  are  gone. 

-  In  Russia,  the  Institution  for  the  Law-Based  Economy, 
consisting  of  30  US-trained  Russian  lawyers,  has  taken  over 
much  of  the  legal  drafting  work  formerly  done  by 
expatriates. 

-  The  Business  Support  Centers  in  Russia  all  have 
indigenous  directors,  and  the  contractor  for  the  activity  has 
cut  expatriate  staff  from  23  to  four. 

-  Our  Ukrainian  in-country  training  programs  in  Energy, 
Fiscal  Reform,  and  Banking,  and  Small  Business  are  being 
handled  more  and  more  by  US-trained  Ukrainians,  and  we 
are  helping  local  institutes  in  these  areas  become  self- 
sustaining. 

•  The  process  of  increasing  our  outreach  to  firms  and  private  and 
voluntary  groups  throughout  the  country  ~  not  just  the  beltway  ~ 
continues. 

-  In  1995,  65%  of  ENI's  contractors  and  grantees  w^e 
firms  and  organizations  headquarted  outside  of  the 
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DC/Maryland/Virginia  area  -an  increase  over  52%  in  1994. 
In  1996,  we  expect  to  do  at  least  as  well  as  this. 

•  US  AID  continues  to  work  hand-in-hand  with  other  U.S. 
agencies  as  part  of  a  team  to  achieve  U.S.  foreign  policy 
objectives. 

-  Our  program  to  help  reform  the  Russian  Tax  Code  is  a 
strongly  coordinated  inter-agency  effort  that  brings  together 
USAID-funded  contractors,  Department  of  Treasury  advisors, 
and  IRS  specialists. 

-  USAID  plays  a  core  role  in  the  Gore-Chernomyrdin 
Commission,  chairing  two  of  the  inter-agency  sub- 
commissions,  and  participating  in  others. 

-  USG  efforts  to  help  Ukraine  recover  from  the  Chomobyl 
disaster  involve  many  agencies;  here,  too,  USAID  plays  a 
central  and  coordinated  role. 

•  Continued  U.S.  leveraging  of  the  resources  of  other  donors 
speaks  to  our  continued  role  as  a  leader  in  the  field  of  technical 
assistance. 

-  Our  Russia  Environment  project  helped  shape  the 
development  of  a  $110  million  IBRD  loan  for  the 
environment. 

-  We  worked  with  the  EBRD  to  develop  a  $400  million  loan 
for  the  Russian  housing  sector 

-  The  Ukrainian  Power  sector  reorganization  noted  above 
will  be  the  basis  for  a  $300  million  IBRD  loan. 

-  The  World  Bank   multi-year,  multi-million-dollar  Russian 
commercial  law  program  that  we  described  last  year  is  on 
track. 

V.  Conclusion 
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In  conclusion,  I  urge  fiill  funding  of  the  FY  97  Freedom  Support 
appropriation.  In  a  few  short  years,  we  have  begun  the  integration  of  the 
newly  independent  states  into  the  ranks  of  democracy  and  free  enterprise. 
This  is  no  easy  task,  and  it  will  not  be  completed  before  our  involvement 
ends.    But  we  are  building  the  foundation  for  a  different  and  better 
world.  It  is   already  better;  it  has  been  since  we  watched  the  hammer  and 
sickle  torn  from  the  Kremlin  wall  and  listened  to  the  sounds  and  watched 
the  sights  of  an  evil  empire  collapsing. 

Approving  this  appropriation  will  help  secure  a  safer  and  more 
prosperous  future  for  all  Americans.  Never  again  should  any  American 
parent,  no  parent  anywhere,  have  to  put  his  or  her  children  to  bed  not 
knowing  if  a  nuclear  exchange  would  prevent  them  from  waking  up  in  the 
morning.    Never  again  should  any  parent  have  to  send  their  kids  off  to 
school,  as  American  parents  did  in  1962,  not  knowing  if  their  children 
would  return  that  afternoon  or  die  in  a  superpower  nuclear  confrontation. 


These  almost  unimaginable  threats  appear  to  be  gone.  If  Presidents 
Truman,  Eisenhower  or  Kennedy,  the  chief  executives  who  presided  over 
the  most  dangerous  days  of  the  Cold  War,  returned  today  and  saw  that 
the  Soviet  Union  no  longer  exists,  they  would  envy  us  the  opportunity  to 
help  build  a  post-Communist  free  FORMER  Soviet  Union.  They  would 
be  awe-struck  at  the  end  of  the  superpower  confrontation  and  thankful 
that  somehow  the  Third  World  War  they  struggled  to  prevent  had  been 
averted.  They  would  be  proud  of  what  their  generation  of  leaders  -  and 
of  Americans  in  general  ~  helped  accomplish  for  us  and  for  our  children. 
But  I  also  think  that  they  would  ask  what  we  intend  to  do  to  ensure  that 
the  gains  they  achieved,  these  new  opportunities  for  peace  and  prosperity 
for  America  and  the  world,  are  not  lost.  This  appropriation  is  part  of  the 
answer. 
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INTRODUCTION 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  have  the  opportunity  to  appear 
before  you  today  to  discuss  the  Department  of  Defense's  Cooperative  Threat  Reduction  (CTR) 
Program.  In  his  State  of  the  Union  Message,  President  Clinton  was  able  to  state  that  "for  the 
first  time  since  the  dawn  of  the  nuclear  age,  there  is  not  a  single  Russian  missile  pointed  at 
America's  children."  This  feat  became  possible,  in  part,  because  of  the  CTR  Program. 

CTR  directly  supports  our  post-Cold  War  defense  strategy  by  reducing  the  threats  posed  by 
nuclear,  chemical,  and  biological  weapons  in  Russia,  Ukraine,  Kazakstan,  and  Belarus.  CTR,  at  a 
cost  of  one-half  of  one  percent  of  the  defense  budget,  destroys  and  controls  weapons  that  the 
U.S.  spent  trillions  of  dollars  to  deter  during  the  Cold  War.  This  preventive  defense,  or  "defense 
by  other  means,'"  locks  in  the  defense  savings  realized  through  the  arms  control  treaties  such  as 
START  I  and  II.  and  the  unilateral  initiatives  we  and  the  Russians  have  taken.  My  remarks 
today  will  focus  on  implementation  of  CTR,  touch  upon  its  measurable  accomplishments  at  the 
Program's  mid-point,  and  provide  our  vision  of  what  we  plan  to  accomplish  in  the  coming  years. 

BACKGROUND 

The  Cooperative  Threat  Reduction  Program  evolved  from  the  concern  that  as  the  former  Soviet 
Union  disintegrated  it  would  be  succeeded  by  four  nuclear-weapons  states  and  that  there  would 
be  a  loss  of  control  over  the  vast  nuclear  and  chemical  weapons  and  fissile  material  stockpiles 
located  on  their  territory.  This  problem  was  fourfold.  First,  four  states  now  had  former  Soviet 
nuclear  weapons  on  their  territory.  Second,  the  secure  physical  control  over  the  nuclear  weapons 
of  the  former  Soviet  Union's  arsenal  had  become  uncertain.  The  possibility  that  individual 
terrorists  or  hostile  groups  would  have  both  the  motivation  and  the  opportunity  to  seize  nuclear 
warheads  had  dramatically  increased.  Third,  the  Soviet  system  for  control  of  nuclear  warheads 
had  relied  on  the  discipline  and  cohesiveness  of  the  jjersonnel  with  access  to  those  warheads. 
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Those  individuals  now  faced  an  uncertain  personal  and  professional  fiinire  at  the  same  time  that 
the  administrative  system  which  reinforced  their  integrity  was  collapsing.  This  created  the 
danger  that  nuclear  warheads  or  material  could  proliferate  as  a  result  of  theft  or  the  emigration  of 
nuclear  weapons  designers  for  economic  or  political  reasons.  Finally,  the  collapse  of  the  Soviet 
Union  and  the  attendant  economic  and  political  instability  within  and  between  the  successor 
states  raised  the  concern  that  they  would  not  have  the  ability  or  the  motivation  to  comply  with 
key  arms  control  agreements,  particularly  the  START  I  Treaty.  CTR  has  made  considerable 
progress  in  mitigating  these  threats  although  much  more  remains  to  be  done. 

THE  CTR  PROGRAM  AT  ITS  MID-POINT 

Congress  moved  to  address  these  threats  through  passage  of  the  Soviet  Nuclear  Threat  Reduction 
Act  of  1991,  also  known  as  the  Nunn-Lugar  Act  after  its  main  sponsors.  This  legislation 
directed  the  Defense  Department  to  develop  a  program  to  assist  recipient  states  (Russia, 
Ukraine,  Belarus,  and  Kazakstan)  in  controlling  and  reducing  weapons  of  mass  destruction 
(WTVlD)  on  their  territories.  Since  then,  the  Nunn-Lugar  Program,  which  became  known  as  CTR 
under  the  current  Administration,  has  become  an  important  part  of  the  U.S.  defense  effort.  Of 
the  $1.5  billion  of  proposed  commitments  notified  to  Congress  a  total  of  $1,012  billion  has  been 
obligated  to  date.  An  additional  $327.9  million  has  been  requested  for  FY  1997.  The  total 
program  cost  through  FY  2001  is  approximately  $3.2  billion. 

As  you  are  aware,  current  Congressional  direction  funds  activities  for  destruction  and 
dismantlement  of  nuclear  and  other  WMD;  nuclear  weapons,  their  components,  and  fissile 
materials  safety  and  security;  and  demilitarization  of  the  residual  weapons  of  mass  destruction 
infrastructure  in  the  New  Independent  States. 

CTR  focuses  its  activities  in  three  core  program  areas.  Destruction  and  Dismantlement  of  the 
missiles,  launch  silos,  bombers,  submarines  and  supporting  infrastructure  in  Russia,  Ukraine, 
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Kazakstan,  and  Belarus  is  the  first  priorit>'  area.  This  area  also  encompasses  assistance  to  help 
Russia  "jump-start"  its  chemical  weapons  elimination  program.  Chain  of  Custody  supports 
efforts  in  the  recipient  states  to  enhance  the  security,  control,  and  accounting  of  nuclear  weapons 
and  fissile  material.  These  two  areas  account  for  84%  of  current  and  planned  funding  and  are  the 
priority  thrusts  of  the  Program.  Demilitarization  Support  assists  Ukraine,  Kazakstan,  Belarus 
and  Russia  in  the  conversion  to  peaceful  endeavors  of  portions  of  their  defense  industrial 
establishments  oriented  toward  research,  development,  and  production  of  WMD.  Finally,  Other 
Program  Support  includes,  for  example,  the  defense  and  military  contacts  with  Russia,  Ukraine, 
Belarus,  and  Kazakstan  which  contribute  to  the  development  of  "pragmatic  partnerships"  with 
those  states. 

Accomplishment  of  the  goals  of  the  CTR  Program  is  a  unique  challenge.  Never  before  have 
former  adversaries  agreed  to  cooperate  in  the  most  sensitive  areas  of  their  respective  nation's 
security.  Initial  negotiations  to  define  programs  proceeded  slowly  through  1992  and  1993  as  the 
United  States  and  the  recipient  states  worked  to  build  a  common  understanding  and  to  overcome 
lingering  Cold  War  suspicions  and  to  build  the  structure  for  a  brand  new  concept  for  cooperative 
assistance.  Once  these  impediments  were  overcome,  CTR  implementation  began  a  rapid 
acceleration  in  1994.  The  year  1995  saw  further  acceleration  not  only  in  obligations,  but  also  in 
measurable  results. 

Pledges  of  CTR  assistance  were  instrumental  in  convincing  Ukraine,  Kazakstan,  and  Belarus  to 
accede  to  the  Non-Proliferation  Treaty  as  non-nuclear  weapons  states.  Today,  Kazakstan  and 
Ukraine  are  free  of  nuclear  weapons,  and  we  expect  that  Belarus  will  follow  this  year.  Well  over 
3,000  strategic  nuclear  warheads  were  deployed  in  Ukraine,  Belarus,  and  Kazakstan  in  early 
1 992;  today  only  1 8  remain  -  all  in  Belarus.  CTR  is  also  assisting  these  states  in  eliminating,  in 
accordance  with  the  START  I  Treaty,  their  strategic  launchers.  To  date,  CTR  has  facilitated  the 
safe  and  secure  removal  of  63  of  81  SS-25  launchers  from  Belarus,  deactivation  of  all  SS-24 
ICBMs  and  over  one-half  of  the  SS-19  launchers  in  Ukraine,  and  expeditious  removal  of  85  of 
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104  deployed  SS-18  ICBMs  from  Kazakstan.  By  the  end  of  1999,  all  missile  launchers  in  these 
states  should  be  eliminated,  resulting  in  Ukraine,  Kazakstan,  and  Belarus  meeting  their  START  1 
reduction  commitments  two  years  earlier  than  required.  Without  CTR  assistance,  they  may 
never  have  met  these  commitments. 

In  Russia,  CTR  has  assisted  in  the  removal  of  over  1,400  nuclear  warheads  from  deployment  to 
safe  storage  pending  their  dismantlement.  Russia  is  well  ahead  of  schedule  on  its  START  1 
strategic  nuclear  delivery  vehicle  reduction  obligations.  Since  the  inception  of  the  CTR  Program, 
Russia  has  eliminated  128  submarine-launched  ballistic  missile  launchers,  150  ICBM  silos,  and  35 
strategic  bombers  with  CTR  assistance.  CTR  is  now  moving  to  assist  Russia  in  meeting  its 
START  II  reduction  requirements,  thereby  removing  technical  roadblocks  to  ratification  of 
START  11  by  the  Duma.  We  are  assisting  Russia  in  the  elimination  of  its  40,000  m.etric  ton 
arsenal  of  chemical  weapons  by  establishing  a  Chemical  Weapons  Destruction  Support  Office  in 
Moscow,  procuring  an  integrating  contractor  to  plan  for  chemical  weapons  destruction,  and 
sponsoring  a  joint  evaluation  of  chemical  weapons  elimination  technology. 

CTR  is  addressing  the  problem  of  securit}',  control,  and  accounting  of  nuclear  weapons  awaiting 
dismantlement  as  well  as  subsequent  control  of  the  fissile  material  extracted  from  these  weapons. 
In  order  to  enhance  safety  and  security  of  nuclear  weapons  during  transit  from  deployment  to 
storage,  CTR  provided  Russia  with  armored  blankets,  railcar  conversion  kits,  and  emergency 
response  equipment.  CTR  is  funding  design  and  construction  of  a  long-term  fissile  material 
storage  facility  and  providing  containers  for  storage  and  transport  of  fissile  material. 

Finally,  CTR  programs  help  to  reduce  incentives  for  proliferation  of  nuclear  and  other  WMD. 
CTR  has  funded  the  redirection  to  non-military  research  of  over  1 1,000  former  Soviet  weapons 
scientists  and  engineers  through  the  International  Science  and  Technology  Centers,  thereby 
reducing  the  threat  of  the  transfer  of  their  expertise  to  potential  proliferant  states  and  groups. 
Through  its  industrial  partnerships  program,  CTR  has  supported  the  creation  of  1 5  joint 
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ventures  between  U.S.  industry  and  former  producers  of  WMD  in  the  recipient  states.  This 
project  provides  alternative  employment  for  firms  which  might  otherwise  continue  WMD  related 
production.  CTR  supported  over  115  defense  and  military  contact  events  in  1995  and  provides  a 
venue  for  informal  discussion  and  demonstration  of  the  role  of  the  militaiy  in  a  civil  society. 

Key  to  these  accomplishments  were  three  management  initiatives  imdertaken  in  1994  and  1995. 
In  May  1994,  the  Defense  Department  established  the  CTR  Program  Office  dedicated  to 
implementing  agreed  projects.  The  CTR  Program  Office  is  responsible  for  integrating  the  entire 
CTR  effort  to  ensure  that  resource  allocation  matches  policy  priorities,  conducting  long-term 
planning,  and  overseeing  day-to-day  execution  of  the  myriad  CTR  projects.  Once  the  U.S.  and 
recipient  states  reach  an  agreement  on  a  specific  project,  the  CTR  Program  Office  and  the 
Defense  Nuclear  Agency  (DNA)  develop  implementation  plans  with  their  counterparts  in  the 
recipient  states.  These  result  in  contracts  awarded  through  full  and  open  competition  which  are 
subsequently  administered  by  DNA.  Over  one  hundred  U.S.  firms  in  thirty  states  now 
participate  in  CTR-related  activities. 

The  second  key  management  initiative  was  the  shift  to  a  systems  approach  for  CTR  tasks  using 
experienced  integrating  contractors.  The  CTR  Program  and  our  partners  in  the  recipient  states 
ha\'e  come  to  understand  that  CTR  projects  need  to  address  the  entire  dismantlement  process, 
not  just  discrete  portions.  Initially,  CTR  supplied  equipment  for  key  portions  of  the  elimination 
effort  but  did  not  address  the  entire  elimination  process.  As  the  dismantlement  of  weapons 
progressed,  unforeseen  bottlenecks  emerged  -  for  example,  the  need  for  storage  of  liquid  rocket 
fuel  before  missiles  could  be  eliminated.  The  recipients  also  became  more  open  concerning  the 
scope  of  the  dismantlement  challenge  they  faced.  In  response,  the  CTR  Program  began  using  a 
systems  approach,  which  examines  the  entire  process  involved  in  meeting  a  CTR  objective  and 
designs  projects  to  have  the  greatest  impact  on  accelerating  or  improving  that  process.  Once  we 
determine  the  requirements,  we  procure  an  integrating  contractor  who  will  have  responsibilit>'  for 
all  tasks  associated  with  the  process.  The  increased  pace  of  destruction  and  dismantlement  in 
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Ukraine  and  Kazakstan  demonstrate  the  success  of  this  approach.  Projects  under  negotiation  for 
chain  of  custody  and  chemical  weapons  elimination  in  Russia  will  adopt  a  similar  process. 

The  third  management  initiative  was  the  creation  of  a  multi-year  planning  process  to  support 
CTR  and  the  development  of  an  annual  Program  Plan.  The  first  update  to  the  CTR  multi-year 
plan,  which  will  be  provided  to  Congress  shortly,  describes  the  details  and  funding  requirements 
of  individual  projects  through  FY  2001 .  Requirements  for  projects  defined  within  the  plan  are 
based  on  U.S.  national  security  policy  priorities,  guidance  received  from  the  Secretary  of 
Defense,  and  negotiations  with  our  partners  in  the  recipient  states.  The  FY  1997  CTR  Program 
will  fund  continuing  efforts  in  the  two  program  areas  of  destruction  and  dismantlement  and  chain 
of  custody. 

CTR  SUPPORTS  U.S.  NATIONAL  SECURITY  OBJECTIVES 

U.S.  national  security  objectives  and  requirements  provide  the  framework  for  planning  the  CTR 
Program's  future.  In  turn,  the  Program  directly  supports  accomplishment  of  these  objectives.  In 
his  Februar)'  1 995  document,  A  National  Security  Strategy  of  Engagement  and  Enlargement, 
President  Clinton  affirmed  that  protecting  the  security  of  American  citizens,  territory,  and  way 
of  life  is  the  administration's  number  one  priority  and  constitutional  duty.  Toward  this  end,  the 
U.S.  security  strategy  identifies  combating  the  spread  and  use  of  WMD,  promoting  arms  control, 
and  securing  regional  stability  in  the  NIS  as  essential  tasks.  CTR  plays  a  critical  role  in  pursuit 
of  each  task. 

CTR,  through  its  chain  of  custody  programs,  combats  proliferation  by  ensuring  that  the 
remaining  weapons,  critical  assemblies,  and  related  materials  are  thoroughly  accounted  for  and 
secured  from  theft  or  loss.  CTR  projects  also  reduce  the  incentives  for  proliferation  by  providing 
former  weapon  designers,  engineers,  and  manufacturers  with  new  non-weapons-related  work  in 
the  civilian  economy  through  its  demilitarization  support  programs. 
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Cooperative  Threat  Reduction  plays  a  critical  role  in  the  implementation  of  arms  control 
agreements  by  supporting  treaty-compliant  dismantlement  and  destruction.  Ukraine  and 
Kazakstan  have  become  nuclear  weapons-free  states  and  Belarus  is  on  the  path  to 
denuclearization.  With  Russia,  these  countries  are  well  along  in  meeting  their  obligations  under 
the  START  I  Treaty.  Russian  ratification  of  the  START  II  Treaty  and  the  Chemical  Weapons 
Convention,  as  well  as  implementation  of  other  treaties  such  as  the  Biological  Weapons 
Convention,  may  be  dependent  on  the  provision  of  U.S.  assistance  from  the  Cooperative  Threat 
Reduction  Program  designed  to  assist  implementation  of  these  agreements. 

Cooperative  Threat  Reduction  supports  the  U.S.  national  security  objective  of  promoting 
regional  stability  by  eliminating  potential  nuclear  tensions  and  reducing  the  risks  of  accidents 
invoh'ing  WMD.  A  key  accomplishment  in  this  area  is  the  Trilateral  Statement  by  Russia, 
Ukraine,  and  the  U.S.,  which  paved  the  way  to  Ukrainian  accession  to  the  NPT  as  a  non-nuclear 
weapons  state.  Reaching  this  key  goal  was  possible  because  of  the  avenues  for  contact  and 
prospects  for  assisting  implementation  provided  by  CTR  in  Ukraine  and  Russia.  Defense  and 
militar>'  contacts,  fiuided  by  the  CTR  Program,  enhance  this  stability  by  providing  each  side  an 
opportunity  to  attain  an  understanding  of  each  others'  approaches  and  perspectives,  thereby 
increasing  predictability  and  tangibly  demonstrating  the  role  of  the  military  in  a  democracy. 
Finally,  CTR  promotes  U.S.  economic  prosperity  by  using  American  businesses,  where  possible, 
to  carr>  out  its  programs.  U.S.  businesses  benefit  both  from  the  projects  themselves  and  from 
the  opportunities  to  develop  parmerships  with  firms  in  the  recipient  states. 

These  are  all  aspects  of  the  Department  of  Defense's  "Pragmatic  Partnership"  with  Russia, 
Ukraine,  Belarus,  and  Kazakstan.  Under  CTR,  as  with  the  Gore-Chemomyrdin  Commission  and 
other  bilateral  groups,  the  United  States  and  its  CTR  partners  act  cooperatively  toward  mutual 
goals  such  as  threat  reduction,  development  of  a  free  market  economies,  regional  stability,  and 
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democracy.  Following  this  national  level  guidance,  the  CTR  Program  has  established  the 
following  five  goals  which  define  the  requirements  for  individual  projects: 

(1)  Assist  Ukraine,  Kazakstan  and  Belarus  to  become  non-nuclear  weapons  states; 

(2)  Assist  Russia  in  reaching  strategic  arms  reductions  START  1  and  START  11; 

(3)  Enhance  the  security,  safety,  control,  accounting,  and  centralization  of  nuclear  weapons  and 
fissile  material  in  Russia; 

(4)  Initiate  and  accelerate  destruction  of  chemical  weapons  in  Russia:  and, 

(5)  Encourage  demilitarization  of  excess  military  capacity. 

CTR  programs  to  meet  these  goals  are  fiinded  through  the  standard  Defense  Department  POM 
process.  The  CTR  Program  is  fiilly  integrated  into  this  and  other  standard  Defense  Department 
planning,  programming  and  budgeting  processes.  As  with  any  other  program,  CTR  competes  for 
funds  in  this  process  and  must  provide  compelling  justification  for  its  projects. 

FITTURE  PROGRAMS 

The  goals  described  above  guide  not  only  the  formulation  of  requirements  for  current  programs, 
but  also  provide  the  framework  for  development  of  future  thrusts  and  specific  projects.  The 
CTR  Program  is  evolving  to  address  continuing  U.S.  national  security  concerns  and  the  changing 
WMD  landscape  in  the  former  Soviet  Union. 

The  first  thrust  is  execution  of  programs  designed  to  assist  Russia  in  meeting  and  accelerating  its 
START  II  reduction  obligations.  The  assumptions  imderlying  the  new  U.S.  force  structure  and 
resultant  savings  are  based  upon  continued  Russian  adherence  to  START  I  and  reductions  in  its 
forces  to  START  II  levels.  CTR  will  continue  to  play  a  role  in  facilitating  reductions  to  START 
I  levels  and  will  act  as  a  leveraging  tool  to  encourage  Russian  ratification  of  START  II.  Projects 
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in  this  area  will  augment  current  assistance  programs  and  address  dismantlement  tasks,  such  as 
solid  rocket  motor  elimination,  which  were  not  a  part  of  previous  assistance  projects. 

In  Russia,  enhancing  nuclear  weapons  security  throughout  the  chain  of  custody  is  the  second 
thrust.  The  CTR  Program  will  apply  the  systems  approach  to  the  strengthening  of  Russia's 
chain  of  custody  of  nuclear  weapons.  Cooperation  with  the  Russian  Ministry  of  Defense  may 
include  security  enhancements  at  storage  areas,  improved  safety  and  security  during  transport, 
and  strengthened  accountability  measures.  These  projects  will  prevent  proliferation  of  nuclear 
weapons  and  reduce  the  risk  of  accidents. 

The  third  major  thrust  focuses  on  controlling  fissile  material  resulting  from  dismantlement  of 
nuclear  weapons  in  order  to  prevent  proliferation  of  the  materials.  Projects  in  this  area  will  create 
safer  and  more  secure  storage  by  providing  storage  containers  and  assist  in  the  construction  of  a 
centralized  fissile  material  facility  for  the  longer-term  safe  and  secure  storage  of  nuclear  weajjons 
materials  derived  from  dismantlement.  This  storage  facility  will  incorporate  modem 
transparency  and  accountability'  measures  to  contribute  to  the  irreversibilit>'  of  dismantlement 
and  to  ensure  nonproliferation. 

Russia's  abilit}'  to  eliminate  chemical  weapons  in  a  timely  and  environmentally  safe  manner  is  the 
fourth  thrust.  The  CTR  Program  has  already  begun  to  address  this  problem  and  will  place 
increasing  emphasis  in  this  area  in  order  to  jump-start  Russia's  capability  for  chemical  weapons 
destruction.  CTR  will  accomplish  this  by  providing  technical  advice  during  the  development  of 
the  destruction  plan,  design  and  construction  of  a  pilot  destruction  plant,  and  test  and  evaluation 
of  a  chemical  weapons  elimination  technique.  These  efforts  will  reinforce  Russia's  ability  to 
implement  its  commitments  under  the  Chemical  Weajwns  Convention. 

CONCLUSION 
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The  Cooperative  Threat  Reduction  program  has  overcome  numerous  obstacles  and  compiled  an 
impressive  list  of  achievements  in  its  initial  phase.  CTR  will  continue  to  contribute  greatly  in  the 
coming  years  to  reducing  the  threat  of  WMD.  As  noted  above,  these  achievements  have 
included:  facilitating  the  prompt  removal  of  all  nuclear  weapons  from  Ukraine  and  Kazakstan, 
and  by  the  end  of  this  year  Belarus;  assisting  Russia  to  meet  its  START  I  required  reductions; 
and  initiating  and  accelerating  the  Russian  chemical  weapons  dismantlement  program. 

The  United  States  spent  many  trillions  of  dollars  during  the  Cold  War  to  deter  and  defend  against 
the  Soviet  Union's  arsenal  of  WMD.  The  CTR  Program  exists  on  a  significantly  smaller  scale, 
but  the  payoff  is  tremendous;  and  the  results  of  this  preventive  defense  strategy  are  tangible, 
obser\able,  and  even,  in  some  cases,  immediate.  The  tightening  of  the  Program's  management  and 
the  focus  provided  by  the  Program  Office,  the  systems/integrating  contractor  approach,  and  the 
multi-year  planning  process  will  provide  even  greater  effectiveness  and  savings  for  the  taxpayer. 

As  Secretar>  Perr>'  has  said,  the  CTR  Program  removes  these  threats  missile  by  missile,  warhead 
by  warhead.  It  is,  to  quote  the  Secretary  again,  "defense  by  other  means."  In  these  times  of 
increased  competition  for  scarce  resources,  CTR  is  an  opportunity'  to  enhance  our  security  that 
we  cannot  afford  to  miss. 

Mr.  Chairman  and  Members  of  the  Committee,  this  concludes  the  prepared  portion  of  my 
testimony.   1  will  be  happy  to  answer  your  questions. 
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INTRODUCTION 


Mr.  Chairman  and  members  of  the  Committee,  I  welcome  this  opportunity  to  testify  before  you 
today.  The  Clinton  Administration  has  been  meeting  America's  challenge  of  maintaining 
American  leadership  in  the  fight  for  freedom  and  peace  by  making  nonproliferation  and  the  fight 
against  terrorism  two  of  its  highest  national  security  priorities,  especially  when  it  comes  to 
Russia  and  the  New  Independent  States.    The  Department  of  Energy  plays  an  important  role  in 
meeting  this  challenge,  specifically  in  the  areas  of  nuclear  nonproliferation  and  nuclear  reactor 
safety. 

Today  I  will  discuss  the  Department's  work  with  these  states  to  secure  their  nuclear  materials 
and  expertise  and  also  to  address  the  safety  and  proliferation  consequences  of  their  Soviet- 
designed  nuclear  reactors.  First,  I  will  characterize  the  current  nuclear  security  threat  as  it  relates 
to  the  NIS;  second,  outline  DOE  programs  addressing  NIS  nuclear  materials  security  and 
countering  the  flow  of  nuclear  expertise  and  technology  from  the  NIS  to  rogue  states;  and  third, 
characterize  the  Department's  efforts  to  improve  the  operational  safety  of  Soviet-designed 
nuclear  reactors,  as  well  as  to  shut  down  weapons  grade  plutonium  reactors. 

THE  NUCLEAR  SECURITY  THREAT 

The  breakup  of  the  Soviet  Union  has  posed  difficult  challenges.  No  new  weapons  states  have 
resulted.  Ukraine,  Kazakstan  and  Belarus  have  abjured  nuclear  weapons,  embraced  the  Nuclear 
Nonproliferation  Treaty,  and  agreed  to  Russia  becoming  the  sole  weapons  successor  state. 
(Within  the  last  two  weeks,  the  last  nuclear  warhead  in  Ukraine  has  been  returned  to  Russia.) 
That  triumph  for  international  security  in  limiting  proliferation  among  states  of  the  former  Soviet 
Union,  however,  is  tempered  by  a  fear  of  proliferation  stemming  from  within  them.  Moreover, 
concerns  about  nuclear  reactor  safety  remain.  Another  serious  nuclear  accident  would  pose 
overwhelming  economic  and  social  costs  on  these  emerging  democracies  and  our  allies  in  the 
region.  Meanwhile,  circumstances  to  deal  with  such  matters  have  become  more  difficult. 

Senator  Sam  Nunn  stated  in  March,  "there  is  no  greater  threat  to  our  nation's,  or  our  world's, 
national  security,  than  the  illicit  spread  of  weapons  of  mass  destruction,"  and  "the  challenge 
facing  the  Russians,  and  the  rest  of  the  world,  is  to  ensure  that  the  fonner  Soviet  Union  does  not 
become  a  vast  supermarket  for  the  most  deadly  instruments  and  technology  known  to  man." 
That  circiunstance  could  aid  rogue  states  and  undercut  nonproliferation  prospects.  And  it  could 
dramatically  embolden  subnational  groups  using  violence  and  terrorism  to  pursue  their  aims. 

There  are  two  key  and  immediate  aspects  of  the  problem: 

►     First,  nuclear  materials  safeguards  in  Russia  and  the  NIS  are  being  exposed  to 

vulnerabilities  they  were  not  designed  to  withstand.  The  transformation  of  the  Soviet  Union 
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has  lessened  the  surety  of  controls  over  nuclear  weapons  useable  materials  in  the  successor 
states.  The  breakup  of  the  Soviet  Union  resulted  in  a  weakening  of  controls  over  enormous 
quantities  of  nuclear  materials  built  up  over  decades  of  the  Cold  War.  The  problems  that  the 
NIS  now  face  in  accounting  for  and  securing  these  materials  are  rooted  in  the  Soviet  past. 
With  the  disintegration  of  many  Soviet-era  structures  and  institutions,  this  material  became 
vulnerable  to  theft  or  diversion.  Working  cooperatively  with  all  relevant  NIS  states,  we  are 
now  reversing  that  dangerous  trend  through  our  programs  to  enhance  materials,  protection, 
control  and  accounting  (MPC&A). 

►     Second,  difficult  economic  conditions  and  declining  living  standards  are  threatening  the 
nonproliferation  incentives  of  those  with  expertise  or  access  to  nuclear  materials  or 
technology.  Many  scientists  and  engineers  at  NIS  institutes  that  possess  nuclear  material  and 
weapons  know-how  are  facing  hardships  that  can  only  be  compared  to  the  deprivation  of  the 
Great  Depression.  Through  programs  such  as  the  DOE's  Initiative  for  Proliferation 
Prevention  (IPP),  and  the  International  Science  and  Technology  Centers,  we  are  working  to 
provide  productive,  peaceful  employment  for  these  individuals. 

On  both  fronts,  the  vulnerability  of  the  NIS  states  is  our  vulnerability  as  well.  The  appearance  of 
genuine  attempts  to  illicitly  market  special  nuclear  materials  since  1992  provide  indirect 
confirmation  of  these  vulnerabilities.  In  addition,  in  1995  we  saw  the  first  example  of  a 
subnational  group,  the  Chechens,  using  nuclear  materials  toward  terrorist  ends  by  planting  an 
industrial  radiological  source  in  a  public  Moscow  Park. 

To  put  the  nuclear  materials,  expertise,  and  technology  threat  in  perspective,  I  would  say  in  an 
absolute  sense  the  threat  remains  very  real  and  concerning:  that  said,  in  important  respects,  we 
are  relatively  better  off  today  than  we  were  a  year  or  two  ago,  for  reasons  I  will  discuss  in 
outlining  our  programs  that  respond  to  these  concerns.  But  that  is  no  basis  for  com.placency, 
only  greater  effort. 

The  Clinton  Administration  is  addressing  the  problem  of  securing  nuclear  materials  in  the  NIS  in 
as  comprehensive  and  effective  way  as  possible.  The  Department  of  Energy  has  unique  scientific 
and  technical  expertise  and  innovative  capability  in  its  National  Laboratories.  It  also  has  long 
experience  in  dealing  with  nuclear  security  and  technology,  based  on  its  assets  from  the 
development  and  maintenance  of  our  nuclear  stockpile.  We  have  also  adapted  Departmental 
programs,  where  appropriate,  to  address  post-Cold  War  threats  and  missions.  Finally,  the 
Department  deals  with  many  matters  in  which  nonproliferation  and  nuclear  safet>'  capabilities  are 
combined  to  support  to  support  important  national  security  goals,  such  as  in  the  effort  to 
eliminate  the  production  of  weapons  grade  plutonium  and  improve  safety  at  facilities  where 
MPC&A  efforts  are  underway. 

My  remarks  here  may  provide  some,  if  only  modest,  reassurance  and  encouragement.  This 
Administration  is  making  progress  in  securing  materials  and  improving  nuclear  safety  in  the  NIS 
where  it  is  most  needed  and  feasible.  But  the  scope  of  the  problem  remains  large.  While  the 
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Department  of  Energy  plays  a  major  role  in  the  development  and  implementation  of  the 
Administration's  policies  and  programs  to  reduce  this  threat,  we  do  not  work  in  a  vacuum.  The 
Clinton  Administration's  overall  effort  is  coordinated  directly  from  the  White  House  and 
involves  a  large  number  of  agencies  and  departments.  It  also  involves  international  coordination 
not  just  with  the  countries  of  the  NIS  but  also  with  other  nations  working  to  address  this 
problem.  In  April,  President  Clinton  discussed  these  issues  with  President  Yeltsin  and  the  G-7 
leaders  during  the  summit  at  Moscow  on  nuclear  safety  and  security.  It  is  not  unusual  for  DOE 
experts  to  meet  and  work  on  the  ground  with  experts  from  other  nations. 

It  should  also  be  noted  that  in  important  respects,  progress  is  dependent  on  the  capacity  of  states 
of  the  former  Soviet  Union,  and  parties  internal  to  them,  to  cooperate  and  make  this  a  priority 
concern  of  their  own.  President  Clinton  and  Vice  President  Gore  have  personally  taken  the  lead 
in  raising  this  issue  with  appropriate  foreign  leaders.  DOE  supports  the  Administration  by 
working  with  our  counterparts  to  develop  trust  and  an  understanding  of  the  problems  and  risks 
we  face.  Through  this  approach,  we  are  helping  to  lay  the  groundwork  for  a  long-temi  solution 
at  the  same  time  we  combat  the  immediate  threat  we  face. 

SECURING  NUCLEAR  MATERIALS,  EXPERTISE  AND  TECHNOLOGY 

Since  the  breakup  of  the  Soviet  Union  in  1991,  the  United  States  has  been  engaged  in  several 
mutually-reinforcing  efforts  to  prevent  nuclear  proliferation  and  reduce  the  danger  posed  by 
weapons-usable  nuclear  materials  in  Russia  and  the  NIS.  An  important  step  in  the  evolution  of 
U.S.  policy  was  taken  when  the  Congress  created  legislative  mechanisms  providing  special  funds 
to  support  cooperative  security  programs  in  the  NIS.  In  the  Soviet  Nuclear  Threat  Reduction  Act 
of  1991,  Congress  established  the  Department  of  Defense  Cooperative  Threat  Reduction,  or 
"Nuim-Lugar",  program. 

A  key  focus  of  the  Nunn-Lugar  program  is  to  assist  the  NIS  governments  to  secure  and  dismantle 
weapons  of  mass  destruction.  Since  early  1 994,  the  Clinton  Administration  has  expanded  this 
initial  mandate  to  include  the  provision  of  security  assistance  not  just  for  weapons  and  their 
components,  but  for  all  nuclear  materials  that  could  be  used  in  a  nuclear  weapon.  To  gain  the 
flexibility  we  need  to  speed  the  pace  of  progress,  the  U.S.  Government  developed  a  multi- 
pronged  approach  to  cooperation  that  includes  complementary  programs  of  govemment-to- 
govemment  agreements  and  direct  "Laboratory-to-Laboratory"  cooperation.  This  approach  has 
enabled  us  to  work  around  bottlenecks  and  tailor  programs  to  a  variety  of  specific  recipients, 
such  as  the  nuclear  weapons  laboratories,  civilian  nuclear  research  facilities,  industrial 
enterprises  producing  nuclear  materials,  and  naval  nuclear  fuel  facilities.  These  efforts  remain 
flexible,  take  advantage  of  opportunities  for  progress  as  they  present  themselves,  nurture 
approaches  that  work  and,  most  importantly,  work  to  build  the  necessary  trust  with  counterparts 
in  the  NIS. 

Specifically,  in  this  regard,  I  will  discuss  three  of  the  Department  of  Energy's  programs:  (A) 
Materials,  Protection,  Control  and  Accounting;  (B)  our  New  Independent  States  Initiative  for 
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Proliferation  Prevention;  and  (C)  our  collaborative  work  on  export  controls  in  the  NIS.  These 
complex,  multifaceted  programs  address  aspects  of  the  threat  I  emphasized  earlier. 

These  programs  have  matured  quickly  and  sustain  critical  review.  Our  programs  for  Materials, 
Protection,  Control  and  Accounting  and  the  Initiative  for  Proliferation  Prevention  have  received 
praise  from  government  and  private  entities  alike.  These  programs  cooperatively  work  with  the 
states  of  the  former  Soviet  Union  in  securing  materials  and  help  to  prevent  migration  or  possible 
cooperation  with  rogue  states  or  terrorist  groups  of  their  weapons  scientists  by  engaging  them  in 
peaceful  commercial  pursuits.  The  GAO  study  commissioned  by  the  Senate  Committee  on 
Governmental  Affairs  and  released  in  March  1996,  Nuclear  Nonproliferation:  Status  of  U.S. 
Efforts  to  Improve  Nuclear  Material  Controls  in  New  Independent  States,  reviewed  the  status  of 
some  of  our  key  programs.  In  addition  to  capturing  accurately  the  magnitude  of  the  challenge,  I 
am  pleased  to  say  the  report  is  supportive  of  the  Department's  efforts  and  approach. 

(A)  Materials,  Protection  Control  and  Accounting  (MPC&A) 

"[T]he  wisest  policy,"  Senator  Nunn  observed  in  March,  "is  to  secure  the  material  at  its  sources." 
The  availability  of  nuclear  material  is  the  single  most  critical  link  in  preventing  a  determined 
proliferator  from  making  a  weapon.  Short  of  stealing  an  intact  weapon,  the  shortest  route  to 
developing  a  nuclear  weapon  is  to  illicitly  acquire  weapon-usable  fissile  materials.  The  United 
States  and  the  states  of  the  former  Soviet  Union  have  produced  the  vast  majority  of  the  world's 
plutonium  and  highly  enriched  uranium.  While  the  majority  of  this  material  is  contained  within 
nuclear  weapons,  several  himdred  metric  tons  are  in  non-weapon  form.  It  can  take  just  pounds  of 
this  material  to  create  a  nuclear  weapon. 

The  Department's  cooperative  nuclear  MPC&A  program  has  three  basic  elements  that  seek 
progress  at  both  the  facility  and  national  level: 

•  One,  seek  nuclear  MPC&A  upgrades  at  facilities  in  the  NIS  that  contain  weapons-useable 
material. 

•  Two,  deploy  modern  technologies  and  specialists  needed  to  improve  MPC&A,  including 
nuclear  material  detectors,  sensors,  and  other  security  systems  to  detect  nuclear  leakage  as 
well  as  providing  computers,  measurement  instruments,  and  training  to  allow  the  accurate 
inventorying  of  these  materials.  In  this  effort,  specialists  from  both  the  United  States  and  the 
New  Independent  States  collaborate  on  designing  and  installing  improved  systems,  thereby 
strengthening  the  indigenous  capabilities  of  our  partners  to  produce,  operate,  and  maintain 
their  own  modem  nuclear  MPC&A  systems. 

•  And  three,  work  with  the  nuclear  regulatory  agencies  in  the  NIS  to  strengthen  the  national 
standards  and  systems  for  nuclear  materials  accoimting  and  control  and  help  ensure  an 
independent,  technically  strong  regulatory  authority. 
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The  Department's  role  in  Russia  for  MPC&A  started  in  1993  with  Nunn-Lugar  fiinds  to  support 
nuclear  MPC&A  cooperation  with  Russia  and  the  three  other  NIS  states  that  had  nuclear 
weapons  on  their  territory  after  the  breakup  of  the  Soviet  Union.  Specifically,  the  initial  work 
followed  from  an  agreement  signed  by  the  Department  of  Defense  with  MFNATOM,  the  Russian 
counterpart  to  DOE,  to  improve  security  of  certain  civil  facilities  with  weapons-usable  material. 

The  efforts  pursuant  to  the  govemment-to-govemment  track  of  Nunn-Lugar,  however,  were  too 
often  slowed  or  frustrated  by  a  combination  of  factors,  including:  an  inability  to  obtain  the 
necessary  governmental  permissions,  difficulty  in  sharing  weapons-related  information,  and  the 
need  to  negotiate  detailed  agreements  with  audit  and  examination  procedures  to  govern  the 
provision  of  American  goods  and  services  instead  of  American  dollars  for  the  dismantlement 
effort.  Consequently,  in  addition  to  such  goverrmiental  cooperation  with  Russia,  DOE  initiated 
in  early  1 994  a  complementary  approach  now  known  as  our  "Lab-to-Lab"  MPC&A  program. 
This  alternative  approach  built  upon  the  scientific  cooperation  that  had  been  started  between  our 
National  Laboratories  and  Russian  institutes.  The  program  encouraged  our  National 
Laboratories  to  cooperate  directly  with  the  Russian  Federation's  nuclear  institutes  to  broaden  a 
dialogue  based  upon  the  trust  established  among  scientists  who  shared  an  appreciation  for  the 
problems  of  nuclear  security. 

The  Lab-to-Lab  Program  expanded  those  scientific  collaborations  to  include  additional  U.S.  and 
Russian  participants  and  to  focus  on  high-priority  joint  work  to  achieve  rapid  progress  in  nuclear 
materials  protection  and  control.  We  reprogrammed  $2  million  for  this  purpose  in  fiscal  year 
1 994  and  chartered  six  of  our  labs  —  Los  Alamos,  Sandia,  Livermore,  Oak  Ridge,  Pacific 
Northwest  and  Brookhaven  —  to  initiate  work.  These  labs  engaged,  on  a  cooperative  basis,  with 
three  key  Russian  institutes  —  Kurchatov,  Arzamas- 1 6  and  Obninsk.  Not  long  ago  this 
watershed  dialogue  would  have  been  unthinkable.  Kurchatov  was  the  father  of  the  Soviet  bomb 
and  Arzamas- 16,  a  former  secret  city,  is  analogous  to  our  Los  Alamos. 

Through  our  interactions  with  the  Kurchatov  Institute  in  1 994,  it  was  clear  that  the  circumstances 
that  had  formerly  secured  weapons  grade  material  had  altered  and  were  insufficient.  After 
reaching  agreement  in  October  1 994,  within  six  weeks,  at  a  cost  of  less  than  $  1  million,  we 
secured  75  kilograms  of  highly  enriched  uranium  with  reliable  technical  and  physical  means. 
Moreover,  many  other  institutes  in  Russia  were  treated  to  a  demonstration  of  the  upgrades  and 
wanted  to  participate  in  similar  projects  at  their  own  facilities.  Former  adversaries,  in  the 
deadliest  sense  of  the  term,  came  together  with  the  comm.on  purpose  of  ensuring  that  their 
materials  are  secure  from  theft  or  diversion.  Similarly,  we  moved  forward  at  the  same  time  with 
cooperation  at  Arzamas- 16,  which  while  very  secure  against  an  attack  from  the  outside,  lacked 
the  internal  systems  and  controls  needed  to  ensure  that  a  motivated  insider  cannot  covertly 
remove  material  from  the  facility. 

To  put  the  matter  in  perspective,  the  U.S.  has  always  relied  upon  both  personnel  and 
technological  measures  to  secure  nuclear  materials  at  sites.  The  Soviet  system  exercised  rigorous 
control  of  personnel  and  movement,  as  well  as  gates,  guards  and  guns.  They  relied  less  on 
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inventory  controls  and  technological  tools  to  supplement  their  other  measures.  The  demise  of  the 
Soviet  state,  and  the  associated  economic  difficulties,  has  eroded  the  former  underpinnings  of 
their  materials  security  system.  The  number  of  guards  has  declined,  the  infrastructure  has 
decayed,  salary  payments  are  episodic,  and  formerly  very  strict  controls  over  the  movement  of 
workers  in-and-out  of  "closed  cities"  such  as  Arzamas- 16  have  relaxed  considerably.  At  the 
same  time,  incentives  to  circumvent  what  remains  of  the  security  system  have  increased.  Tons  of 
weapons  useable  materials,  pending  completion  of  our  cooperative  MPC&A  program,  are  more 
vulnerable  to  theft  or  diversion  than  they  used  to  be.  Additionally,  research  materials  and  reactor 
fuels,  both  civilian  and  military,  are  potential  targets  for  criminals,  insider  profiteers,  or  terrorists. 
These  circumstances  spur  our  efforts  to  work  cooperatively  with  Russia  and  other  NIS  states  to 
rapidly  introduce  cost-effective,  technological  systems  that  quickly  reduce  the  vulnerability  of 
these  materials. 

Direct  interactions  between  Russian  and  American  experts,  the  rapid  appearance  of  resources 
directed  to  a  problem,  and  the  prospect  of  further  collaborations  in  other  areas  combined  to  help 
foster  success.    Moreover,  the  rapid  strides  and  implementation  of  the  Lab-to-Lab  program  has 
had  a  beneficial  effect  on  the  govemment-to-govemment  agreements,  as  well  as  our  programs 
with  other  NIS  states.  The  U.S.  has  not  been  denied  access  at  any  facility  where  there  has  been 
agreement  to  make  improvements  in  nuclear  material  security. 

Our  cooperative,  multiple  track  MPC&A  approach  has  made  rapid  improvements  to  the  security 
of  nuclear  materials.  Maintaining  multiple  paths  of  cooperation  on  nuclear  materials  control  is 
useful  because  it  maximizes  flexibility  in  order  to  achieve  the  greatest  possible  progress  in  the 
shortest  time.  There  are  roughly  40-50  known  sites  where  there  are  nuclear  facilities  in  the  NIS, 
at  which  there  are  roughly  80  to  100  facilities. 

•  In  1994,  with  a  budget  of  $2  million  we  helped  secure  1  facility  with  weapons  useable 
material  measured  in  kilograms. 

•  In  1995,  using  a  budget  of  $26  million  (including  $15  million  of  Nunn-Lugar),  we  introduced 
.  security  upgrades  at  26  facilities  with  over  8  tons  of  weapons  grade  material. 

•  This  year,  we  have  a  budget  of  $85  million  and  we  are  already  or  will  soon  be  engaged  at 
35  or  more  sites,  and  will  begin  implementing  improvements  to  the  security  of  many  tons  of 
weapons  material. 

Over  the  past  two  years,  the  U.S.,  Russia,  and  the  other  NIS  states  have  made  impressive, 
concrete  progress  in  collaborative  MPC&A  efforts.  In  the  last  6  months,  we  have  agreed  with 
Russia  to  improve  security  at  1 8  new  location.  Installation  of  improved  systems,  including 
measurement  equipment,  portal  monitors,  computerized  accounting  systems,  and  personnel 
access  controls  are  well  underway  at  multiple  sites  in  the  NIS.  Real  progress  has  also  been  made 
in  building  relationships  among  scientists,  facility  operators,  key  government  officials  and 
managers  in  each  of  the  cooperating  countries. 
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In  short,  our  strategy  is  showing  success.  We  are  securing  weapons  grade  material  where  it  sits, 
providing  technology  to  police  it,  and  moving  forward  with  agreements  that  shape  the  security 
"culture"  of  the  NIS  states.  To  date  we  have  helped  secure  material  that  is  the  potential 
equivalent  of  hundreds  of  nuclear  weapons.  Continued  Russian  weapons  dismantlement  will 
make  more  material  available  at  sites. 

Presidents  Clinton  and  Yeltsin  on  several  occasions  have  jointly  underscored  the  importance  of 
this  collaborative  effort.  In  addition,  the  U.S. -Russian  Committee  on  Economic  and 
Technological  Cooperation,  known  as  the  "Gore-Chernomyrdin  Commission,"  has  made  this 
collaboration  a  major  agenda  item  and  many  key  agreements  have  been  reached  in  this  forum. 
Russia  has  also  demonstrated  its  unilateral  attention  to  this  matter  by  issuing  a  series  of  decrees 
and  executive  orders  aimed  at  improving  nuclear  material  security.  In  addition,  in  November 
1995,  the  "Federal  Law  on  Atomic  Energy"  was  passed  by  the  Russian  legislature  and  signed  by 
President  Yeltsin.  This  legislation  provides  the  legal  foundation  for  national  requirements  on 
nuclear  MPC&A  at  civilian  facilities. 

Ultimately,  only  Russia  and  the  other  NIS  states  can  ensure  the  security  of  their  nuclear 
materials.  We  can,  however,  act  as  a  catalyst  to  spur  the  development  of  indigenous  systems  for 
nuclear  materials  security  by  providing  experience,  technology,  procedures  and  training  where  it 
is  needed  most.  Our  cooperation  with  these  nations  is  also  a  two-way  street.  Russian  scientists 
have  taken  the  initiative  to  identify  new  opportunities  for  cooperation,  suggesting  MPC&A 
approaches  most  likely  to  work  well  in  Russia  and  the  NIS.  We  have  also  learned  fi-om  the 
Russians  about  relevant  technologies  that  we  can  put  to  good  use,  such  as  methods  for  "nuclear 
fingerprinting."  In  addition,  together  we  have  devised  methods  for  joint  remote  monitoring  of 
nuclear  storage  facilities  that  may  have  applications  to  lessening  costs  and  increasing  reliability 
of  other  nuclear  safeguards. 

Relatedly,  I  would  note  here  that  we  have  had  similar  favorable  experience  with  our 
Departmental  and  its  associated  National  Laboratory  programs  in  working  to:  (1)  increase  NIS 
nuclear  safety  and  (2)  develop  plans  for  long-term  fissile  materials  management  and  disposition. 
In  addition,  we  are  active  in  ensuring  the  continued  success  of  the  HEU  sale  agreement  with 
Russia  —  an  agreement  under  which  Russia  is  currently  blending  down  500  tons  of  highly 
enriched  uranium  from  dismantled  nuclear  weapons  into  much  safer  low  enriched  uranium, 
which  they  are  shipping  to  the  U.S.  under  a  commercial  sales  contract.  Legislation  recently 
signed  by  the  President  placed  this  agreement  on  a  long-term,  secure  footing.  Finally,  we  remain 
ready,  when  and  if  appropriate,  to  assist  in  the  removal  of  weapons  material  that  is  at  imminent 
risk  of  theft  or  diversion,  as  was  done  in  Project  Sapphire  in  Kazakstan. 

(B)  Initiative  for  Proliferation  Prevention  (IPP) 

The  Department  began  the  Initiative  for  Proliferation  Prevention  program,  or  IPP  and  formerly 
known  as  the  Industrial  Partnering  Program,  in  fiscal  year  1 994.  Its  purpose  is  to  stabilize 
personnel  and  resources  in  the  NIS  that  represented  a  proliferation  risk.  Other  programs  sought 
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to  secure  the  nuclear  weapons  and  material;  IPP  sought  to  address  the  incentives  facing  weapons 
scientists,  engineers  and  technicians  operating  in  and  around  facilities  with  materials  and 
equipment  of  concern.    Dramatic  drops  in  budgets  at  weapons  institutes  where  these  individuals 
work  and  live,  and  the  lack  of  meaningfiil  alternate  employment  in  peaceful  pursuits,  is  a 
proliferation  threat.  A  desperate  technician,  for  example,  is  only  a  fax  machine  away  from  aiding 
proliferators. 

The  objective  of  IPP  is  to  engage  scientists  and  engineers  from  weapons  institutes  of  the  MIS  in 
peaceful  applications  of  technology,  leading  to  commercial  benefits  in  both  the  United  States  and 
the  NIS  states.  Its  purpose  is  to  stabilize  personnel  and  resources  in  the  NIS  that  represent  a 
proliferation  risk.  Other  programs  seek  to  secure  nuclear  weapons  and  material  while  the  IPP 
seeks  to  address  the  incentives  facing  weapons  scientists,  engineers,  and  technicians  operating  in 
and  around  facilities  with  materials  and  equipment  of  concern. 

The  approach  of  IPP  is  three-fold.  First,  our  labs  work  with  the  NIS  institutes  to  identify  and 
evaluate  the  commercial  potential  of  research  and  development  at  NIS  institutes.  Second, 
approved  partnerships  are  cost-shared  by  U.S.  industry.  Finally,  the  objective  is 
commercialization.  The  program  leverages  NIS  intellectual  capital,  provides  seed  money  to 
speed  activity  and  lessen  delay  caused  by  uncertainty,  and  generates  private  sector  funded,  self- 
sustaining  projects  that  promote  alternative  peaceful  employment  and  long-term  stability  for 
these  individuals  of  concern. 

To  date,  over  200  projects  have  been  initiated,  including  175  Lab-to-Lab  projects  and  32  industry 
cost-shared  projects.  Of  the  latter  projects,  DOE's  $12  million  has  been  matched  by  $24  million 
from  the  private  sector.  Existing  projects  are  employing  over  2,000  weapons  scientists  and 
engineers  on  projects  ranging  from  MPC&A,  to  nuclear  safety,  to  materials  science, 
biotechnology,  instrumentation,  and  so  on.  Fiscal  year  1996  will  include  $10  million  from  DOE 
and  an  anticipated  $10  million  Nunn-Lugar  funds.  A  portfolio  of  unfunded  projects  remains; 
future  work  depends  upon  the  availability  of  funds.  The  fiscal  year  1997  DOE  budget  for  this 
program  is  $15  million. 

I  should  note  the  broad  support  for  this  program  initially  sponsored  by  Senator  Pete  Domenici. 
Dr.  Graham  Allison  and  associates,  in  their  new  book.  Avoiding  Nuclear  Anarchy,  urge  the  U.S. 
to  "expand  the  Industrial  Partnering  Program,  the  most  successful  of  the  U.S.  programs  aimed  at 
reorienting  Russian  nuclear  weapons  enterprises  toward  non-military  commercial  activities." 
The  ultimate  objective  of  the  program  is  to  spur  success  that,  after  initial  and  sufficient 
investment,  ultimately  puts  itself  out  of  business  as  a  government  program  by  becoming  a 
commercially  viable  project. 

The  Department's  complementary  IPP  and  MPC&A  activities  are  both  designed  to  foster  the 
indigenous  capability  and  responsibility  in  the  states  of  the  NIS.  Both  programs  are  also 
structured  to  assure  that  NIS  military  capability  is  not  enhanced.  We  cannot  provide  the  long- 
term  solution,  but  have,  at  an  expanding  number  of  facilities,  reduced  the  near-term  threat. 
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(C)  Export  Controls  for  the  Former  Soviet  Union 

Complementary  to  the  MPC&A  and  IPP  programs  is  the  Department's  program  on  export 
controls.  Effective  export  controls  make  it  more  difficult  for  groups  or  countries  of  concern  to 
obtain  the  nuclear  material  and  nuclear-related  dual-use  commodities  used  in  the  production  or 
use  of  special  nuclear  material  in  either  unsafeguarded  fuel  cycle  activities  or  explosive 
programs. 

A  variety  of  U.S.  Govenunent  assistance  programs  are  in  place  to  enhance  or  establish  effective 
export  controls  in  Russia  and  the  New  Independent  States  under  the  policy  lead  of  the  State 
Department.  The  Department  of  Energy  is  seeking  to  help  Russia  and  other  states  of  the  NIS 
enhance  or  create  a  robust  export  control  systems  —  one  that  utilizes,  to  the  fullest  extent,  the 
respective  countries'  scientific  and  industrial  base  through  technical  exchanges. 

Effective  export  controls  are  essential  for  countries  that  have  production  capability  for  nuclear 
dual-use  commodities  or  that  are  likely  transfer  points  for  controlled  materials  to  proliferant 
states.  DOE  developed  a  comprehensive  export  control  plan  designed  to  take  advantage  of  the 
availability  within  Russia  and  the  New  Independent  States  of  the  nuclear  weapons  scientific  base 
and  integrate  this  into  the  export  control  infrastructure  and  supplier  policy. 

The  Department  has  begun  implementation  of  the  Department  of  Energy  Plan  for  Cooperation 
on  Export  Controls  in  the  Former  Soviet  Union.  This  effort  seeks  to  supplement  U.S.  initiatives 
directed  toward  stabilizing  the  New  Independent  States,  without  limiting  attention  or  resources  to 
the  four  states  on  whose  territory  nuclear  weapons  were  located  when  the  Soviet  Union 
collapsed.  Broadening  our  involvement  in  other  former  Soviet  republics  serves  our  collective 
security  interests  and  furthers  U.S.  nonproliferation  and  export  control  policy. 

The  primary  avenue  of  cooperation  for  U.S.  export  control  initiatives  has  been  the  Nunn-Lugar 
program.  These  fimds  have  been  allocated  to  support  export  control  cooperation  in  Russia, 
Kazakstan,  Ukraine,  and  Belarus.  In  addition,  DOE  has  identified  the  need  to  engage  scientific 
experts  in  the  export  control  process.  Equally  important  is  the  cultivation  of  independent 
institutes,  academic  institutions,  and  other  grass  roots  organizations  to  serve  as  voices  which 
contribute  to  an  overall  nonproliferation  and  export  control  policy. 

These  highlighted  programs  —  MPC«feA,  IPP  and  Export  Controls  —  seek  to  prevent  nuclear 
materials,  expertise  and  technology  from  ever  getting  into  the  hands  of  rogue  states  or  terrorists 
that  would  use  weapons  of  mass  destruction. 

INTERNATIONAL  NUCLEAR  SAFETY 

The  Clinton  Administration,  through  the  Department  of  Energy  is  also  working  with  Russia  and 
the  NIS  to  address,  through  technical  cooperation  and  innovation,  serious  global  problems  in  the 
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interrelated  fields  of  nuclear  safety  and  nonproliferation.  A  major  program  focus  is  the  safety  of 
Soviet-designed  nuclear  reactors. 

The  Department's  International  Nuclear  Safety  Program  goals  are  accomplished  through  projects 
to  improve  the  operation,  physical  condition,  and  safety  culture  at  nuclear  power  plants;  through 
the  establishment  of  nuclear  safety  centers  in  the  United  States  and  countries  of  the  former  Soviet 
Union;  and  through  technical  leadership  in  efforts  to  cease  the  production  of  weapons-grade 
plutonium  in  Russia,  shutdown  the  Chernobyl  nuclear  power  plant,  and  promote  sound 
management  of  nuclear  materials  and  facilities.  The  program  is  administered  by  the  Office  of 
Nuclear  Energy,  Science,  and  Technology  and  involves  engineers,  manufacturers,  and  scientists 
from  many  countries,  and  draws  upon  the  Department's  expertise  in  nuclear  matters  and  the 
nationjd  laboratory  system  to  conduct  this  cooperation.  Most  of  the  program  is  carried  out  by 
private  industry  —  about  75%  of  the  total  funds  go  to  U.S.  companies  —  which  in  turn  receives 
new  opportunities  to  do  business  in  emerging  markets. 

Through  fiscal  year  1995,  program  funding  was  provided  through  the  Agency  for  Intemational 
Development.  That  fimding,  and  subsequent  fiinding  directly  to  the  Department  of  Energy,  has 
resulted  in  more  than  150  plant-specific  safety  projects  involving  17  plant  sites  throughout  the 
former  Soviet  Union  and  Eastern  Europe,  eight  design  and  scientific  institutes  in  the  host 
countries,  and  21  U.S.  commercial  companies.  Funding  for  fiscal  year  1996  was  provided 
directly  to  the  Department  of  Energy  through  the  Office  of  Nonproliferation  and  National 
Security.  In  fiscal  year  1997,  this  funding  is  being  requested  by  the  Office  of  Nuclear  Energy, 
Science,  and  Technology. 

Projects  are  selected  and  their  success  measured  according  to  several  criteria.  They  must  be 
consistent  with  U.S.  nonproliferation  and  foreign  policy  and  address  a  priority  problem  as  agreed 
by  U.S.,  host  country  and  intemational  organization  experts.  They  must  be  sustainable  beyond 
the  duration  of  project  funding;  technology  transfer  is  key  to  meeting  this  objective.  Finally, 
they  must  contribute  to  the  nuclear  safety  or  nonproliferation  infrastructure  of  the  host  country, 
including  regulatory  bodies. 

Since  its  inception  in  1992,  the  Department  of  Energy's  program  to  improve  the  safety  of 
Soviet-designed  reactors  has  successfiilly  addressed  many  concerns  associated  with  the  physical 
condition  and  safety  infrastructure  in  countries  operating  these  plants.  We  have  established  two 
major  training  centers,  at  the  Balakovo  nuclear  power  plant  in  Russia  and  at  the  Khmelnitsky 
nuclear  power  plant  in  Ukraine,  that  have  trained  more  than  700  nuclear  plant  personnel;  we  have 
helped  develop  more  than  1 00  emergency  operating  instructions  for  three  different  types  of 
Soviet-designed  plants;  we  have  supplied  emergency  power  supplies,  fire  detection  and  fire 
fighting  equipment,  isolation  valves,  and  other  safety  equipment  at  five  of  the  oldest,  least-safe 
nuclear  power  plants;  we  have  established  the  capability  in  Ukraine  to  manufacture  high  quality 
fire  doors;  and  we  have  supported  partnerships  between  U.S.  companies  and  Russian  research 
design  institutes  to  develop  simulator  technology  and  carry  out  safety  assessments.  The  United 
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States  has  also  benefitted  from  this  technical  cooperation  through  access  to  Russian  technological 
developments  and  to  Russian  markets  for  U.S.  nuclear  goods  and  services. 

Continued  cooperation  is  needed  over  the  next  few  years  for  permanent  improvements  in  safety 
infrastructure  and  culture  to  take  hold.  In  fiscal  year  1 997,  we  will  complete  the  development  of 
training  courses  for  all  operating  positions  at  Soviet-designed  nuclear  power  plants.  We  will 
install  safety  parameter  display  systems  at  one  nuclear  power  plant,  in  addition  to  completing 
five  already  underway.  We  will  initiate  work  to  improve  indigenous  capabilities  to  test  and 
maintain  safety  systems.  We  will  complete  the  development  of  emergency  operating  instructions 
and  begin  their  transfer  to  all  Soviet-designed  nuclear  power  plants.  We  will  continue  to  transfer 
the  capability  to  conduct  safety  analyses  and  to  manufacture  and  maintain  critical  safety 
equipment. 

The  upcoming  year  wall  also  be  a  critical  time  for  efforts  related  to  the  Chernobyl  nuclear  power 
plant,  which  continues  to  operate  two  of  its  four  reactors.  Shut  down  of  these  reactors  will  only 
be  possible  once  Ukraine  is  able  to  address  the  socioeconomic  conditions  for  thousands  of 
workers  at  the  plant  and  identify  resources  for  decommissioning  and  related  problems.  The 
Department  of  Energy  contributes  in  several  unique  ways  to  the  overall  international  and  U.S. 
effort  to  address  these  issues.  We  are  working  with  the  Ukrainian  government  to  establish  an 
International  Research  Center  on  Nuclear  Safety,  Radioactive  Waste,  and  Radioecology  in  the 
Chernobyl  region  that  will  develop  and  maintain  a  core  competency  on  safety  and  environmental 
problems  and  help  redeploy  some  of  the  displaced  workers  from  the  Chernobyl  plant.  We  also 
implement  projects  to  ensure  the  safe  interim  operation  of  the  plant  and  tackle  the  problems  of 
decommissioning  and  waste  management,  including  storage  of  spent  fiiel  and  stabili2ation  pf  the 
sarcophagxis  over  destroyed  Unit  4.  ^ 

To  promote  global  cooperation  on  nuclear  safety  and  the  open  exchange  of  nuclear  safety 
information,  the  Department  of  Energy  has  established  an  International  Nuclear  Safety  Center  at 
the  Argonne  National  Laboratory.  Through  this  center,  we  are  able  to  support  collaborative 
research  and  development  with  nuclear  safety  research  institutions  worldwide.  In  FY  1996,  the 
center  is  initiating  cooperation  with  a  similar  center  in  Russia.  Plans  for  FY  1997  include 
initiating  cooperative  projects  with  the  Ukrainian  research  center  and  with  organizations  in 
Germany,  Japan,  France,  and  Sweden.  The  center  is  also  working  with  technical  organizations 
with  Lithuania,  which  is  the  country  most  dependent  on  nuclear  power  in  the  world.  The  United 
States  center  maintains  the  information  and  technical  expertise  necessary  to  advise  the  United 
States  government  and  international  bodies  on  urgent  safety  and  nonproliferation  matters,  such  as 
the  safety  prospects  for  the  partially-completed  Juragua  reactor  in  Cuba  and  Russian  nuclear 
exports  to  Iran. 

The  Department  of  Energy  is  implementing  the  U.S.  Government's  only  cooperative  program 
with  the  Russian  regulator,  Gosatomnadzor  (GAN),  on  fuel  cycle  safety  and  the  safety  of 
research  reactors.  The  Department  of  Energy  cooperation  with  Gosatomnadzor  is  based  upon  the 
Secretary  of  Energy's  Agreement  with  them  of  June  30,  1995,  and  is  being  implemented  through 
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the  Protocol  on  the  Safety  of  the  Fuel  Cycle  and  Research  and  Test  Reactors  of  October  27,  1995 
(signed  by  the  Office  of  Nuclear  Energy,  Science  and  Technology  and  GAN).  The  United  States 
Nuclear  Regulatory  Commission  is  also  working  with  Gosatomnadzor  but  only  on  commercial 
nuclear  power  reactors.  Activities  to  date  include  joint  workshops  on  safety  analyses  for  research 
reactors  and  fuel  cycle  facilities,  training  of  GAN  inspectors  and  providing  Department  of 
Energy  safety  rules  and  documentation  to  GAN. 

The  Department  requested  $66.2  million  to  conduct  these  important  activities  in  FY  1997.  We 
are  concerned  that  no  House  Committees  have  yet  identified  funds  to  continue  this  program. 
This  is  a  successful  and  critical  program.  The  impacts  of  another  major  nuclear  accident  in  the 
former  Soviet  Union  or  in  Central  and  Eastern  Europe  —  another  "Chernobyl"  —  would  be 
disastrous  for  the  emerging  democracies  of  the  region  and  have  far-reaching  consequences  for 
U.S.  national  security  and  foreign  policy  objectives. 

NUCLEAR  SECURITY/RUSSIAN  PLUTONIUM  REACTOR  SHUTDOWN 

The  Department  of  Energy  deals  with  many  matters  in  which  nonproliferation  and  nuclear  safety 
capabilities  are  being  combined  to  support  important  national  security  goals.  The  Office  of 
Nuclear  Energy,  Science,  and  Technology,  with  assistance  from  the  Department's  national 
laboratories,  maintains  unique  expertise  related  to  these  programs. 

One  is  the  effort  to  assist  Russia  to  eliminate  production  of  weapons-grade  plutonium  at  its  three 
remaining  plutonium  production  reactors  at  Seversk  and  Zheleznogarsk.  The  Office  of  Nuclear 
Energy,  Science,  and  Technology  has  identified  a  practical  solution  that  will  allow  the  reactors  to 
continue  to  supply  heat  and  electricity  to  the  surrounding  region  but  no  longer  produce 
weapons-grade  plutonium.  Moreover,  the  converted  fuel,  by  agreement  with  Russia,  would  use 
uranium  derived  from  weapons.  At  this  time,  we  are  pursuing  this  option  with  Russia. 

Our  efforts  to  improve  nuclear  safety  at  breeder  reactors  and  other  nuclear  facilities  in  the  former 
Soviet  Union  complement  the  Department's  materials  protection,  control,  and  accounting 
initiatives.  At  the  Aqtau  breeder  reactor  in  Kazakstan,  for  example,  programs  to  improve  safety 
capabilities  have  been  conducted  in  concert  with  programs  to  improve  materials  protection, 
control,  and  accounting  practices. 

Our  efforts  to  develop  spent  fuel  management  programs  for  countries  with  Soviet-designed 
reactors  will  help  reduce  the  need  for  reprocessing,  another  key  U.S.  nonproliferation  objective. 
We  have  requested  $6  million  for  FY  1997  to  pursue  these  objectives. 

CONCLUDING  REMARKS 

In  closing,  Mr.  Chairman,  I  would  like  to  make  several  observations  about  the  Department  of 
Energy's  involvement  with  the  Clinton  Administration's  cooperative  efforts  with  Russia  and  the 
New  Independent  States: 
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•  We  are  increasing  the  security  of  material  in  Russia  and  the  New  Independent  States. 

•  We  are  reducing  the  incentive  for  persons  with  knowledge  of  weapons  of  mass  destruction  to 
act  contrary  to  their  nonproliferation  responsibilities  by  helping  to  provide  employment  for 
them  in  carefully  reviewed,  peaceful  commercial  projects. 

•  Our  strategies  for  preventing  proliferation  seek  to  place  the  ultimate  responsibility  upon 
Russia  and  the  New  Independent  States.  In  particular,  our  MPC&A  and  IPP  programs  are 
developing  the  necessary  indigenous  incentives,  expertise,  capability  and  constituencies  to 
that  end.  These  programs  are  cooperative,  reciprocal,  and  characterized  by  rapid  success. 

•  We  are  reducing  the  risk  of  another  serious  nuclear  accident  and  achieving  final  cessation  of 
production  of  weapons-grade  piutonium  in  Russia. 

•  At  the  same  time,  we  believe  immediate  efforts  by  these  programs  are  an  investment  in  our 
national  security,  not  foreign  aid.  We  can  pay  now,  or  pay  later.  We  cannot  solve  such 
problems  alone,  but  we  can  help  solve  them;  if  we  choose  inaction,  we  may  suffer  the 
consequences. 

•  The  progress  on  these  fronts  is  now  paced  by  multiple  factors:  availability  of  funds,  the 
political  climate  in  Russia  and  the  other  New  Independent  States,  and  U.S.  domestic  support. 

Where  once  public  debate  turned  on  the  anticipated  Soviet  threat,  we  now  seek  to  cope  with 
threats  derived  from  the  Soviet  Union's  past.  For  the  next  several  years,  the  security  of  nuclear 
materials  in  the  NIS  will  almost  certainly  lag  behind  what  is  needed,  despite  our  best  efforts,  and 
those  of  the  other  nations  involved.    An  analogous  concern  applies  for  nuclear  reactor  safety. 
Consequently,  the  Clinton  Administration  has  joined,  with  Russia  and  the  New  Independent 
States,  to  cooperate  to  help  to  manage  a  checkered  Soviet  nuclear  legacy. 

Thank  you,  Mr.  Chairman.    I  look  forward  to  your  questions. 
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Mr.  Chairman,  Members  of  the  Committee: 

Thank  you  for  the  opportunity  to  discuss  USIA's  exchange  programs  in  the  New 
Independent  States  of  the  former  Soviet  Union.  Since  1993,  using  funding  provided 
under  the  Freedom  Support  Act,  USIA  has  brought  close  to  24,000  leaders  and 
potential  leaders  from  the  NIS  to  the  United  States  on  programs  ranging  from  academic 
study  to  internships  and  professional  training.   Coordinated  closely  with  Ambassador 
Morningstar  and  our  embassies  in  the  NIS,  our  exchanges  have  been  characterized  by 
their  adherence  to  policy  and  national  interests,  their  cost  effectiveness,  and  their 
unique  ability  to  create  linkages  between  American  communities  and  the  citizens  of  the 
NIS.   It  is  particularly  this  last  quality  that  allows  USIA  to  leverage  support  from  the 
private  sector,  thus  reducing  costs.   USIA  does  not  hand  over  its  programs  for  sub- 
contractors to  run.   We  direct  them  ourselves,  working  closely  with  NGOs  and 
communities  in  the  United  States  to  design  the  most  effective  program  for  the 
individuals  from  the  NIS  selected  to  participate.   This  approach  also  saves 
administrative  costs  and  allows  USIA  to  fine-tune  its  exchanges  as  needed. 

Exchanges:  Modest  Investment  with  Significant  Dividends 

It  is  legitimate  question  to  ask  ourselves  where  do  exchanges  fit  into  the  total  assistance 
package  for  the  NIS.   Why  do  them  at  all?  The  exchange  component  managed  by 
USIA  under  the  Freedom  Support  Act  is  relatively  modest  -  -  some  $30  million  -  - 
when  weighed  against  the  impact  of  these  activities.  Fundamental  to  the  program  is  that 
it  deals  with  people,  not  governments  and  bureaucracies.  The  United  States  retains 
complete  control  of  the  selection  process.   As  we  are  seeing,  the  course  of  change  in 
the  NIS  is  characterised  by  political  setbacks  and  shifts  in  direction.   After  all,  these 
societies  are  attempting  to  transform  themselves  on  a  scale  never  before  seen  in  such  a 
short  period  of  time.    By  dealing  directly  with  reformers  who  are  committed  to  re- 
making their  societies  along  democratic  lines  and  with  young  people  who  are  still  open 
to  new  ideas  and  eager  to  create  something  different,  we  can  circumvent  these 
hopefully  temporary  impasses  and  overcome  intransigence  on  the  part  of  occasionally 
hostile  bureaucracies.    Exchange  programs  offer  an  essential  lifeline  in  such  a  volatile 
environment.   Although  in  many  cases  we  may  not  see  the  results  of  these  programs 
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immediately,  it  does  not  require  a  great  leap  of  faith  to  accept  that  they  can  malce  a 
difference.    Our  decades-long  experience  in  Eastern  Europe  and  elsewhere  around  the 
world  has  established  that  the  participants  in  these  exchange  programs  rise  to  positions 
of  influence  and  leadership.     In  the  case  of  the  NIS,  isolated  from  the  rest  of  the  world 
for  seventy-five  years  with  populations  that  are  starved  for  information,  our  exchange 
program  under  the  Freedom  Support  Act  brings  to  the  United  States  people,  who  would 
not  otherwise  have  the  opportunity,  for  exposure  to  a  new  frame  of  reference,  that  of 
an  open,  civil  society.  As  a  result,  they  develop  relationships  with  Americans, 
relationships  that  USIA  helps  them  sustain  once  they  return  to  the  NIS. 

One  of  the  most  important  assets  of  the  exchange  program  under  the  Freedom  Support 
Act  is  the  involvement  of  American  communities  and  American  business.   For 
example,  since  its  inception  two  years  ago,  our  "Business  for  Russia"  program  has 
brought  some  1300  Russian  entrepreneurs  from  twenty-two  different  regions  to  the 
United  States.   Twenty-eight  American  communities  have  served  as  hosts  and  interest 
in  receiving  Russian  businessmen  under  this  program  far  outpaces  the  number  of 
grantees  our  funds  can  provide.   What  explains  this  level  of  interest?  Obviously,  the 
American  tradition  of  volunteerism  and  altruism  play  a  significant  role.   Americans 
have  always  been  generous.   Upon  their  return  to  Russia,  "Business  for  Russia" 
participants,  have  opened  numerous  new  companies,  creating  new  jobs  for  Russians. 
Moreover,  Russian  alumni  from  this  program  have  purchased  ATM  machines  from 
North  Carolina,  storm  windows  from  Kentucky  and  initiated  negotiations  to  explore  a 
variety  of  franchising  opportunities.   A  senior  official  from  the  Chelyabinsk  Regional 
Goverriment  wrote  to  USIA  to  say  that  the  46  Russian  businessmen  from  his  region 
who  had  participated  in  "Business  for  Russia"  represented  "a  new  generation"  for 
Chelyabinsk  who,  following  their  return,  had  contributed  to  a  strengthening  of  the 
Chelyabinsk  private  sector.  The  official  also  noted  that  several  graduates  of  the 
"Business  for  Russia"  program  had  concluded  contracts  with  American  firms  for 
importing  into  Russia  office  supplies  and  clothing. 

Whether  in  Chelyabinsk  or  in  another  of  Russia's  critical  regions  where  "Business  for 
Russia"  operates,  this  exchange  program  is  creating  networks  of  Russians  who  share  a 
free  market  experience,  who  have  manifested  an  interest  in  changing  their  society,  and 
who  have  developed  relationships  with  the  American  private  sector.  The  synergy  that 
results  means  that  the  influence  these  budding  entrepreneurs  can  exert  on  their  own 
communities  will  far  exceed  their  mere  numbers. 

"Community  Connections:"  a  New  Initiative 

USIA's  experience  in  tapping  American  volunteerism  and  in  running  cost-effective 
programs  that  leverage  support  is  now  being  directed  toward  a  new  initiative, 
"Community  Connections,"    which  expands  upon  the  "Business  for  Russia"  model  to 
target  leaders  in  the  areas  of  business,  legal  reform  and  local  government  in  Russia, 
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Ukraine  and  Moldova.    Like  its  predecessor,  "Community  Connections"  will  seek  to 
create  networks  of  reform-minded  leaders  with  links  to  the  United  Stales.    Funding  in 
FY-96  will  enable  1725  leaders  to  participate  in  the  program.    With  the  assistance  of 
thirty-one  hosting  organizations  from  twenty-four  states,  we  expect  the  majority  of 
these  people  to  begin  arriving  this  fall.   All  will  have  traveled  in  the  next  eighteen 
months. 

In  Russia,  we  have  consulted  closely  with  Mr.  Morningstar  and  Ambassador  Pickering 
to  identify  priority  regions  from  which  to  recruit  participants  for  "Community 
Connections."   Working  with  a  number  of  experienced  American  institutions,  like  the 
University  of  Alaska,  and  NGOs,  like  the  National  Forum  Foundation  and  Project 
Harmony,  we  have  begun  consultations  with  regional  officials  to  determine  specific 
themes  that  will  provide  focus  for  the  programs  in  the  United  States.   The  participants 
in  this  program  will  examine  issues  like  environmental  protection,  resource 
management,  taxation  policy,  educational  reform  and  legislative  drafting.   They  will  be 
selected  from  regions  across  Russia,  from  Tomsk  Oblast,  Khabarovsk  and  Altai  Krai  to 
Karelia,  Tula  and  Chelyabinsk. 

In  Ukraine,  one  of  Ambassador  Miller's  priorities  is  municipal  and  local  government. 
Ten  key  regions  have  been  targeted  which  include  Lviv,  Cherkassiy,  Poltava,  Odessa, 
Sevastopol  and  Zaporizhia.   Beginning  this  summer,  participants  will  travel  to 
American  host  communities.   Like  "Business  for  Russia,"  we  are  counting  on  the 
relationships  that  develop  between  the  NIS  participants  and  their  American  counterparts 
to  continue  beyond  the  conclusion  of  USG  funding.  To  assist  in  this  process,  USIA  is 
supporting  the  creating  of  alumni  groups  and,  through  a  variety  of  programs,  helping  to 
expand  the  availability  of  e-mail  so  that  former  participants  can  network  more  easily 
with  each  other  and  with  their  American  colleagues. 

"Democracy  Commissions" 

Another  innovation  in  FY-96  under  Freedom  Support  has  been  the  establishment  of 
modest  "democracy  hands"  in  Kazakstan,  Georgia,  Armenia  and  Kyrgyzstan. 
Administered  by  USIA,  the  democracy  commission  program  is  designed  to  give  our 
embassies  maximum  flexibility  to  identify  democracy  projects  where  a  small  infusion  of 
funds  can  make  a  difference.   In  Armenia,  for  example,  under  this  program,  the 
democracy  commission,  chaired  by  the  ambassador,  has  awarded  a  small  grant  to  the 
Armenian  parliament  to  set  up  a  press  office  that  will  improve  the  parliament's  ability 
to  communicate  information  on  legislation  to  the  Armenian  public.   Our  embassy  in 
Yerevan  has  also  awarded  grants  to  several  independent  television  and  broadcast  radio 
companies  to  allow  them  to  purchase  additional  equipment  to  make  them  more 
competitive  with  the  government  channels  on  the  air.    In  Kyrgyzstan,  one  of  the 
democracy  grants  awarded  by  the  embassy  was  to  a  local  think  tank  to  conduct  a 
seminar  for  representatives  of  political  parties  to  discuss  inter-ethnic  relations.   The 
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"democracy  commission"  program  is  currently  being  expanded  to  include  Ukraine, 
Moldova,  Belarus,  Azerbaijan  and  Uzbekistan. 

The  democracy  commission  program  will  provide  our  embassies  with  a  rapid  response 
mechanism  to  encourage  democratic  change  among  the  independent  media,  regional 
legislatures  and  nascent  indigenous  NGOs,  all  critical  elements  in  a  functioning  civil 
society.    The  catalytic  nature  of  the  grant  program  and  the  careful  supervision  exerted 
by  the  embassy  on  how  the  money  is  spent  ensures  that  these  small  grants  can  achieve 
results  that  exceed  the  original  investment. 

Academic  Exchanges 

In  FY-96,  we  have  continued  our  more  traditional  programs  as  well.   In  the  case  of 
academic  exchanges,  our  priorities  reflect  those  of  the  Coordinator's  assistance 
strategy.   At  the  graduate,  junior  faculty,  and  undergraduate  level,  we  concentrate  our 
resources  under  Freedom  Support  and  from  our  base  operations  on  areas  directly  linked 
to  the  goal  of  reform  and  offer  training  and  study  for  NIS  citizens  in  such  fields  as 
economics,  law,  public  policy,  business  and  education.   The  recruitment,  selection  and 
placement  of  these  individuals  is  handled  by  a  number  of  American  NGOs  with 
significant  experience  in  the  NIS,  working  closely  with  USIA's  field  officers.   We  have 
insisted  on  competitive,  merit-based  selection  procedures.     Open  competitions  have 
represented  a  radical  departure  from  the  old  Soviet  practice  of  doling  out  such 
opportunities  to  the  politically-correct  and  the  politically-connected.   On  occasion, 
education  officials  in  these  countries  have  tried  to  recapture  control  of  the  selection 
process  but  we  have  consistently  rebuffed  these  attempts.   Instead,  because  their 
governments  recognize  the  value  of  academic  study  in  the  United  States,  it  has  been 
the  education  bureaucrats  who  have  been  forced  to  back  down. 


At  the  other  end  of  the  spectrum  from  university  study  are  our  high  school  exchanges. 
In  FY-96,  over  1700  high  school  students  from  the  NIS  will  participate  in  semester  and 
academic  year  programs,  as  well  as  in  shorter,  thematic  programs.   Since  1993,   some 
13,000  young  people  have  traveled  under  this  program.  These  students  stay  in  the 
homes  of  Americans  for  free.   Often,  local  businesses  and  community  groups  provide 
additional  support.  Thanks  to  the  generosity  of  these  American  families  and  the 
commitment  of  American  community  leaders,  relationships  are  being  formed  that  may 
last  decades.   Again,  the  selection  process  is  based  on  open  competition.   Engaging 
students  at  this  level  when  they  are  at  their  most  impressionable  and  providing  them  a 
taste  of  an  open  and  free  society  will,  we  believe,  leave  a  lasting  imprint  on  these 
future  leaders.    Because  we  concentrate  on  selecting  as  many  saidents  as  possible 
outside  the  capitals,  the  larger  numbers  and  the  support  provided  by  local  school 
officials  in  the  sometimes  remote  communities  in  NIS  countries  help  to  raise  the 
visibility  of  the  United  States  in  these  countries  in  a  way  that  could  be  accomplished  by 


%. 


119 


-5- 

no  other  program.   When  these  young  people  return  home,  they  form  alumni  groups 
that  often  work  together  on  citizen  and  democracy  projects  for  their  own  communities. 
For  example,  the  young  participants  in  the  high  school  program  from  Uzhgorod, 
Ukraine,  have  established  a  "volunteer  club"  as  a  result  of  their  American  experience. 
The  club  is  working  on  civic  projects  like  beautification  of  a  city  park  and  assistance  to 
the  local  children's  hospital.  While  modest  goals  in  themselves  introducing  the  concept 
of  grassroots  volunteerism,  taking  responsiblity  for  the  betterment  of  one's  community 
is  what  really  matters  here.  These  kinds  of  changes  in  the  "culture"  of  the  NIS  are 
essential  if  the  concept  of  a  civil,  open  and  tolerant  society  is  to  take  root  in  these 
formerly  communist  countries. 

In  addition  to  providing  American  study  for  NIS  students,  the  high  school  exchanges 
also  link  American  high  schools  with  schools  in  Russia  and  Ukraine.   There  are  some 
240  such  partnerships  which  focus,  among  other  things,  on  "Junior  Achievement" 
activities,  computer  sciences,  environment,  health  and  civics  education.   These 
relationships  are  resulting  in  grassroots  changes  in  school  curricula  which  foster  an 
understanding  of  free  market  operations  and  political  pluralism. 

Professional  Exposures 

Although  academic  exchanges  provide  in-depth  training,  their  benefits  may  only 
become  apparent  in  the  years  to  come.   USIA's  professional  exchanges,  under  the 
Freedom  Support  Act,  are  designed  to  provide  today's  reformers  with  information  and 
skills  that  promote  needed  change  in  NIS  societies  right  now.   From  its  inception  in 
1993  to  date,  under  its  short-term  visitor  program,  USIA  has  brought  close  to  1200 
NIS  leaders,  among  them  parliamentarians,  journalists,  governors,  judges  and  mayors, 
to  the  United  States.  Their  programs  focus  on  specific  issues,  from  nuclear  safety  and 
security,  to  intellectual  property  rights,  to  oversight  of  law  enforcement  and  defense 
establishments,  to  tax  policy.   The  underlying  purpose  of  these  programs  is  the 
establishment  of  relationships  between  Americans  and  key  reformers  in  the  NIS  so  that 
the  dialogue  initiated  during  the  few  weeks  these  leaders  are  in  the  United  States  can 
continue  over  time. 

An  area  of  special  focus  within  the  context  of  these  professional  exchanges  has  been 
support  for  an  independent  media.   To  date,  over  a  hundred  NIS  journalists  have 
participated  in  programs  in  the  United  States.   Thousands  more  have  received  training 
in  the  NIS  at  USIA-supported  media-training  centers  or  take  advantage  of  the  on-line 
information  services  available  at  these  sites. 

USIA  is  sponsoring  an  Internet  project  which  places  computer/information  specialists 
in  ten  NIS  regions  and  which  establishes  public  access  sites  in  each  region.    Although 
open  to  all  professionals,  these  sites  target  their  activities  to  alumni  of  U.S. 
Government  programs  to  provide  them  with  an  ability  to  network  with  each  other  and 
to  sustain  the  relationships  they  have  developed  with  their  American  colleagues. 
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Conclusion 

Mr.  Chairman,  USIA  recognizes  that  there  are  many  demands  on  the  American 
taxpayer's  dollar.  Compelling  priorities  both  at  home  and  abroad  compete  for  limited 
resources.    Nevertheless,  the  modest  sum  devoted  to  exchange  programs  is  paying 
dividends  now  and  can  be  expected  to  earn  even  greater  returns  in  the  future. 
Exchanges  remain  an  essential  component  of  our  engagement  at  the  grassroot  level,  as 
well  as  with  the  leadership  of  the  NIS,  and  one  that  can  weather  the  political  shifts  that 
will  occur  as  these  countries  seek  to  undertake  societal  change  of  immense  proportions. 
We  do  not  expect  nor  would  we  request  funding  for  exchanges  at  the  levels  we 
experienced  in  FY-94,  but  we  believe  that  it  is  imperative  to  provide  and  sustain  a  core 
of  policy-grounded  exchange  activity  for  these  countries  as  a  way  to  engage  reformers 
and  to  help  them  create  constituencies  for  democratic  change  within  their  countries. 
The  exchange  program  is  one  of  our  wisest  investments,  one  that  is  clearly  in  the 
national  interest. 
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To  Russia^  With  Cash 

Former  Communist  hacks  and  "gangster  bureaucrats" 

are  rolling  in  riches— the  result  of  our  misused  money. 

Meanwhile,  Russia  is  testing  ultramodern 

missile  prototypes 


BY  J.  MICHAEL  WALLER 


■|  ■  EARLY  FIVE  YEARS  after  the 
fl^M  Soviet  Union  collapsed  in  1991, 

■  ■■  the  unthinkable  is  occurring: 

■  W  The  Communist  Party  once 
again  dominates  the  Russian  parlia- 
ment. Free-market  reformers  in  Boris 
\feltsins  government  have  been  purged, 
and  \feltsin  has  distanced  himself  from 
the  West,  \evgeny  Primakov,  a  former 
chief  of  foreign  intelligence  w^io  backed 
countries  that  supf)orted  terrorism,  is 
foreign  minister.  And  a  new  nuclear- 
weapons  program  is  under  way. 

All  this  has  happened  despite  a 
commitment  of  more  than  $20  bil- 
lion in  U.  S.  aid,  financing,  trade  sub- 
sidies and  buyouts  to  back  Moscow's 
reform  eflForts.  In  fact,  U.S.  aid  has 
discouraged  reform  by  abetting  orga- 
nized crime  and  official  corruption. 

Money  that  was  supposed  to  jump- 
start  the  private  sector  has  instead 
eruiched  the  old  Communist  ruling 
class.  And  money  intended  for  dis- 
mantling the  Soviet  nuclear  stock- 

J.  Michael  Waller  is  vice  president  of  the  Amer- 
ican Foreign  Policy  Council  in  Washington,  D.C. 


pile  is  being  frittered  away  while 
Russia  rebuilds  its  arsenals. 

The  result  is  a  profound  foreign- 
policy  failure  that  threatens  U.S. 
security.  "Not  only  do  we  fail  to 
influence  the  course  of  Russian 
reform,  we  actually  create  an  anti- 
American  backlash  built  on  disap- 
pointed expectations,"  says  Sen.  Bill 
Bradley  (D.,  N.J.). 

Gangster  Bureaucrats.  Until  1991 
the  Soviet  government  and  its  ruling 
Communist  Party  owned  virtually 
everything — from  local  shops  to  vast 
farms  and  factories.  \\^th  commu- 
nism's collapse,  reformers  hoped  that 
privatization  would  let  Russian  citi- 
zens own  a  stake  in  the  new  system. 

The  U.S.  government  has  com- 
mitted $355  million  for  a  variety  of 
programs  to  encourage  free  enter- 
prise. But  huge  chunks  of  the  money 
appear  to  have  been  misused  by  what 
Toronto  Star  international-affairs 
columnist  Stephen  Handelman  calls 
Moscow's  "gangster  bureaucrats." 

American    University    professor 
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Louise  Shelley,  an  authority  on  Rus- 
sian crime  and  corruption,  cites  a  large 
construction  project  in  St.  Petersburg 
that  was  bought  by  organized  crime. 
Today  signs  in  front  of  the  project 
boast  that  it  is  being  funded  by  U.  S.- 
backed  multilateral  development  banks. 
It  all  began  with  good  intentions. 
In  1992  the  U.S.  Agency  for  Inter- 
national Development  (AID)  under- 
wrote a  $63  million  program  to 
give  every  Russian  citizen  a  voucher 
worth  about  $30,  to  invest  in  pri- 
vatized properties.  But  the  vouchers 
didn't  hold  their  value,  and  Com- 
munist managers 

As  the  average  J^^^g^"^^  "p  "^'i- 

...         ,      ...      lions  of  them  to 
Citizen  lost  his    retain  control  of 

stake  in  the  the  enterprises. 

new  Russia,  in  Russia's  Orel 

,  r^on,  2000  work- 

TOrmer  en  at  an  electronic 

Communists        instrument  plant 
prospered.  were  forced  to  go 

'^       '^  on    leave    while 

managers  illegally 
purchased  the  controlling  share  of  the 
company.  In  the  Vologda  region,  two- 
thirds  of  the  shares  of  a  cement  plant 
were  registered  in  the  names  of  the 
plant  director  and  his  mother-in-law. 
To  make  matters  worse,  millions 
of  extra  vouchers  were  illegally  pro- 
duced, Shelley  says.  Then  organized 
crime  rigged  or  blocked  access  to  auc- 
tions where  state  property  was  being 
sold,  and  used  the  forged  vouchers 
to  buy  up  real  estate.  The  Russian 
press  reported  that  buyers  for  as  much 
as  70  percent  of  the  auctioned  real 
estate  were  agreed  upon  beforehand. 


As  the  average  citizen  lost  his  stake 
in  the  new  Russia,  former  Com- 
munists, who  make  up  less  than  ten 
percent  of  the  population,  prospered. 
Surveys  of  Russia's  new  rich  found 
that  nearly  two-thirds  of  the  coun- 
try's millionaires  had  been  members 
of  the  Soviet  Communist  Party.  The 
KGB,  too,  has  profited  by  operating 
in  such  businesses  as  banks,  trading 
houses  and  telecommunications.  Many 
Russian  joint  ventures  with  Western 
companies  include  KGB  officers. 

Fann  Fiasco.  Early  on,  AID  spent 
tens  of  millions  of  dollars  on  techni- 
cal training  and  exchange  programs, 
in  part  to  support  independent  farmers. 
The  results  were  encouraging.  When 
the  Soviet  Union  dissolved,  there  were 
only  4500  private  farms  in  Russia.  Two 
years  later  there  were  more  than  183,000, 
some  with  higher  crop  yields  than 
collectives  and  state  farms. 

Then  Washington  began  to  ship 
in  massive  quantities  of  subsidized 
grain,  deeply  depressing  prices  in 
Russia  and  hurting  the  small,  pri- 
vate grain  producers.  To  help  those 
struggling  farmers,  U.  S.-donated  grain 
would  be  sold  for  rubles,  with  the 
proceeds  placed  in  trust  funds  and 
loaned  to  the  private  farmers  to 
develop  infrastructure. 

In  the  Saratov  region,  such  loans 
were  promised  to  help  private  farmers 
construct  permanent,  cost-effective 
grain  storage  facilities,  free  from  con- 
trol of  the  old  state  monopolies. 
Those  silos  were  never  built.  Some 
officials  suspect  that  the  old  Soviet 
networks  not  only  ran  the  distribu- 
tion systems  for  American  grain,  but 
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also  owned  the  banks  through  which 
the  loans  were  administered — effec- 
tively blocking  the  program.  Brian 
Foster,  an  Iowa  farmer  who  has 
directed  successful  AID- funded  Rus- 
sian projects,  told  Reader's  Digest, 
"The  U.S.  taxpayer  got  snookered." 

To  add  insult  to  injury,  much  of 
the  American  grain  that  went  through 
Russian  state  monopolies  wound  up 
being  wasted  or  stolen.  Colorado 
businessman  David  Wolstenholme  says, 
"I've  walked  through  dozens  of  Rus- 
sian warehouses  filled  with  American 
food  products  salted  away  for  later 
sale  abroad  or  on  the  black  market." 

Stuffed  With  Cash.  Soon  after  the 
Soviet  Union  collapsed,  the  new  Russian 
government  asked  the  West  for  billions 
of  dollars  in  grants  and  loans.  Its  peti- 
tion went  before  the  International  Mon- 
etary Fund  (IMF),  a  global  financial 
institution  in  which  the  United  States 
is  the  largest  contributor.  At  first,  with 
Washington's  urging,  the  IMF  quickly 
loaned  Russia  $i  billion  in  1992  and 
another  $1.5  billion  in  1993.  Reformist 
finance  minister  Boris  G.  Fyodorov 
rejected  a  third  loan,  saying  Moscow 
continued  to  subsidize  huge,  ineffi- 
cient state  industries.  Frustrated  by 
this,  Fyodorov  resigned,  and  the  IMF 
balked  at  fiirther  loans.  "^Itsin  called 
on  President  Clinton  to  pressure  the 
IMF  to  send  more  money. 

The  Administration  responded.  In 
December  1993,  according  to  the  New 
York  Times,  Vice  President  Al  Gore 
blasted  the  IMF  for  being  too  hard 
on  Moscow,  accusing  it  of  making 
austerity  demands  that  would  pro- 
voke a  nationalist  backlash.  The  IMF 


WITH  CASH 

relented  and  in  April  1994  released 
another  $1.5  billion.  More  was  to  come. 
In  early  1995  the  IMF  extended  a 
roughly  $6-billion  loan.  And  last  March 
it  approved  about  $10  billion  to  be 
delivered  over  the  next  three  years. 

Total  to  date:  more  than  $20  bil- 
lion. "This  money  corrupts  the  sys- 
tem," says  Fyodorov.  Even  worse,  he 
says,  many  top  Russian  leaders  have 
no  intention  of  repaying  the  loans. 

Last  year  the  funds  were  being 
transferred  to  Russia  in  monthly  pay- 
ments equahng  about  $17  million  a 
day.  At  the  same  time,  according  to 
Russian  news  reports,  an  average  of 
$50  million  a  day  is  being  pumped 
out  of  the  country  to  private  bank 
accounts  in  Switzerland,  Cyprus  and 
elsewhere. 

In  a  letter,  Moscow-based  Italian 
journalist  Giulietto  Chiesa  told  the 
U.  S.  Senate  Foreign  Relations  Com- 
mittee that  money  is  stuffed  aboard 
airplanes,  "many  of  which  get  over 
the  border  with  the  help  of  highly 
placed  persons  in  the  government." 

Other  AID  programs  have  subsi- 
dized massive  Soviet-era  businesses 
and  well-connected  political  leaders. 
AID  has  allocated  $3.2  million  for 
U.  S.-made  equipment  for  Gazprom, 
the  vast  natural-gas  monopoly 
founded  by  Prime  Minister  Viktor 
Chernomyrdin,  in  a  deal  engineered 
by  a  commission  overseen  by  Vice 
President  Gore.  Meanwhile,  the  sup- 
posedly struggling  Gazprom  bought 
two  executive  jets  valued  at  about 
$50  million. 

David  H.  Swartz,  the  first  U.S. 
ambassador  to  Belarus,  a  former  Soviet 
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republic,  witnessed  the  misuse  of  funds 
firsthand.  When  Washington  sent  mil- 
lions of  dollars  in  agricultural  com- 
modity aid  to  the  old-line  Communists 
who  control  grain  distribution,  a  top 
Belarussian  reformer  asked  Swartz, 
"If  the  United  States  wants  to  foster 
reform  here,  why  do  you  keep  on 
supporting  the  Communists?" 

"Good  question,"  replied  the 
ambassador.  He  resigned  in  protest 
over  American  policy  in  1994. 

War  Games.  American  aid  fimneled 
through  the  Coc^rative  Tlireat  Reduc- 
tion program  was  to  help  Russia 
destroy  its  nuclear,  nerve-gas  and  germ- 
warfare  weapons.  Instead,  U.S.  aid 
has  helped  dis- 
■ri.    /*!•  J.  mande   mosdy 

The  Clinton  obsolete  military 

Administration     equipment 

has  actually  Moscow  wanted 

■^  to  scrap  anyway. 

helped  expand        Another 

Russia 'S  botched  program 
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nuciear-warneaa  ^^^  ^^^^^  ^^^^ 

stockpile.  the    next    two 

decades  for 
Russian  nuclear 
fuel  made  from  dismanded  warheads. 
However,  because  the  U.S.  government 
failed  to  link  inspection  of  warheads 
to  aid,  officials  have  yet  to  verify  whether 
the  Russians  are  dismantling  warheads 
or  simply  selling  us  surplus  uranium. 
Far  from  helping  reduce  Moscow's 
nuclear-warhead  stockpile,  the  Clin- 
ton Administration  has  actually 
expanded  it  by  paying  for  warheads 
from  Belarus,  Kazakhstan  and  Ulcraine 
that  are  transferred  to  Russia,  away 


from  the  eyes  of  U.S.  military  monitors. 

While  Russia  insists  it  is  too  broke 
to  dismande  its  weapons,  it  forges 
ahead  with  clandestine  weapons  devel- 
opment— helped  by  the  United  States. 
For  example,  Moscow's  International 
Science  and  Technology  Center  (ISTC) 
began  operating  in  1994  with  a  com- 
mitment of  $35  million  from  the  United 
States  and  other  Western  countries. 
The  ISTC  is  supposed  to  give  civilian 
work  to  "former  weapons  scientists" 
to  prevent  them  from  working  for 
countries  such  as  Iran  and  Iraq. 

Investigators  from  Congress's  Gen- 
eral Accounting  Office  (GAO)  found, 
however,  that  many  scientists  put  in 
only  a  few  hours  a  week  at  the  center, 
raising  the  prospect  that  they  spent 
the  rest  of  their  time  doing  "their 
institutes'  work  on  weapons  of  mass 
destruction."  That  work  includes  nerve- 
gas  research  and  nuclear-weapons 
development.  The  GAO  found  that 
one  of  the  U.S.-funded  projects  at 
ISTC  was  a  high-tech  camera  that 
can  be  used  to  record  the  process  of 
explosions  in  nuclear-weapons  tests. 

In  fact,  Russia  is  still  building  nuclear 
weapons.  Last  year  Viktor  Mikhailov, 
chief  of  Minatom,  the  Russian  Ministry 
of  Atomic  Energy,  boasted  about 
production  of  what  a  Moscow  news- 
paper termed  "new,  cheaper  and  more 
effective  nuclear  munitions."  Weeks 
later.  Vice  President  Gore  signed  a 
protocol  in  Moscow  to  provide  a  $100- 
million  advance  on  the  $i2-billion  ura- 
nium purchase. 

Last  September  the  Russian 
military  launched  an  ultramodern 
intercontinental  ballistic  missile  pro- 
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totype  code-named  TOPOL-M.  Other 
test  launches  have  followed. 

Even  though  Moscow  forges  ahead 
with  secret  development  of  deadly 
nerve  gases,  the  Clinton  Adminis- 
tration is  giving  the  green  light  to 
fund  a  chemical-analysis  laboratory 
at  the  very  institute  where  the  research 
is  taking  place.  The  U.S.-funded  lab 
is  intended  to  help  Russian  chemical- 
weapons  scientists  develop  means  to 
destroy  nerve-gas  stockpiles. 

But  Vil  Mirzayanov,  a  veteran  sci- 
entist of  26  years  at  the  State  Union 
Scientific  Research  Institute  for 
Chemistry  and  Technology,  who 
blew  the  whisde  on  large-scale  clan- 
destine nerve-gas  development  in 
1992,  has  warned  that  any  such 
U.S.  aid  will  only  keep  the  R&D 
teams  together  to  continue  their 
lethal  work.  And  Russian  officials 
still  deny  U.S.  inspectors  access  to 
certain  nerve-gas  faciUties. 

Some  Russian  reformers  say  that 
U.S.  aid  should  be  supplied  only 
under  strict  conditions.  Unfortunately, 
even  the  most  piecemeal  restrictions 
have  proved  impossible  to  implement. 

In  fact,  there's  no  practicable  way 
to  enforce  conditions.  The  United 
States  can  do  more  for  much  less 
money  by  cutting  off  economic  aid 
to  the  Russian  government  and  help- 
ing private  citizens  direcdy. 

Medical    surplus    delivered    to 


supply-starved  hospitals  in  Vladi- 
vostok and  elsewhere  allow  average 
citizens  to  benefit  from  American 
generosity.  Training  programs,  spon- 
sored by  the  Center  for  International 
Private  Enterprise,  have  helped  edu- 
cate fledgling  businessmen.  Low- 
budget,  high-impact  citizen  exchanges 
sponsored  by  the  U.S.  Information 
Agency  have  helped  elected  officials 
in  the  fight  against  crime. 

But  the  1996  budgets  for  some  of 
these  inexpensive,  productive  proj- 
ects have  been  slashed,  while  the 
multibillion-doUar  cash  bailouts  of 
the  corrupt  regime  have  ballooned. 

Nothing  could  be  more  foolhardy 
than  to  ignore  the  many  Russians 
who  are  trying  to  make  democracy 
prevail  against  the  criminals.  Com- 
munists and  ultranationalists.  "In  no 
event  should  the  West  turn  away  from 
Russia  and  leave  it  to  its  fate,"  says 
Sergei  Kovalev,  a  former  political  pris- 
oner and  current  reformer  in  the  par- 
liament. "That  would  leave  Americans 
and  other  nations  with  a  dangerous, 
aggressive,  unpredictable  neighbor." 

Congress  and  the  Clinton  Admin- 
istration must  stop  trying  to  salvage 
the  discredited  Russian  government. 
"Current  policy  is  destructive  to  our 
own  interests,"  says  former  Under 
Secretary  of  State  WilUam  Schnei- 
der, Jr.  "We  are  propping  up  a  reac- 
tionary and  unpopular  regime  and 
saving  the  old  guard." 
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Problems  in  American  Assistance  Policy 

Toward  the  Former  Soviet  Union 

The  Belarus  Prism 

David  H.  Swartz 

The  Bush  administration  responded  to  the  breakup  of  the  former  Soviet 
Union  with,  inter  alia,  two  early  policy  decisions:  to  open  American 
embassies  in  all  the  newly  independent  states  and  to  embark  on  a 
large-scale  assistance  program  encompassing  humanitarian,  economic,  and 
technical  aspects.  Both  of  these  were,  of  course,  based  on  considerations  of 
U.S.  national  interests.  In  the  case  of  diplomatic  representation,  opening 
embassies  indicated  U.S.  acknowledgment  of  the  legitimate  aspirations  of 
nations  long  subjugated  not  only  by  the  communist  Soviet  Union  but,  in 
many  instances,  also  by  tsarist  Russia.  Establishing  relations  with  each  of 
these  countries  were  also  meant  to  signal  unambiguously  that  the  United 
States  considered  the  demise  of  the  USSR  to  be  permanent. 

Policy  desiderata  with  regard  to  assistance  were  somewhat  less  precise. 
Understanding  of  U.S.  goals  in  this  arena  varied  from  agency  to  agency  and 
between  the  executive  and  legislative  branches  of  government.  For  example, 
many  saw  as  genuinely  altruistic  the  major  humanitarian  aid  effort  that  was 
launched  to  stave  off  perceived  medicine  and  food  deprivations.  Others  held 
the  view  that  in  providing  such  assistance  the  United  States  would  be  seen 
by  grateful  recipients  as  a  true  friend  and  supporter.  Fostering  a  Western 
orientation  in  this  way,  it  was  argued,  would  thus  serve  to  reinforce  the 
centrifugal  forces  unleashed  by  Ukrainian  President  Leonid  Kravchuk, 
Belarus  chief  of  state  Stanislau  Shushkevich,  and  Russian  President  Boris 
Yeltsin  with  their  creation  of  the  Commonwealth  of  Independent  States  on  8 
December  1991. 

This  article  examines  several  policy  and  program  aspects  of  U.S. 
government  assistance  activity  in  the  former  Soviet  Union  based  on  the 
writer's  experience  as  American  ambassador  to  the  Republic  of  Belarus  from 
1992  to  1994.  Obviously,  only  conjectural  analysis  is  possible  concerning 
how  the  Bush  administration  would  have  carried  out  its  assistance  policy, 
since  it  had  scarcely  begun  when  President  Bush  lost  his  reelection  bid  in 
November  1992.  What  can  be  said  is  that  passage  of  the  Freedom  Support 
Act  in  October  1992  represented  bipartisan  agreement  on  the  need  for  a 
major  effort  to  assist  the  newly  independent  states  (NIS)  in  rising  from  the 
ashes  of  the  defunct  USSR. 

The  Clinton  administration's  stewardship  in  implementing  Freedom 
Support  Act  mandates  as  well  as  other  assistance  programs  does,  however, 
lend  itself  to  closer  scrutiny.  Reflective  of  that  administration's  general 
disdain  for  foreign  affairs,  U.S.  diplomacy  with  the  region  that  was  formerly 
the  Soviet  Union  has  tended  to  focus  mainly  on  political  and  economic 
relations  with  Russia  and  on  efforts  to  relocate   to  Russia  all  the  strategic 


David  H.  Swartz  was  the  first  United  States  ambassador  to  the  Republic  of  Belarus, 
from  1992  to  1994.  He  served  as  a  foreign  service  officer  for  twenty-eight  years. 
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nuclear  weapons  of  the  former  USSR.  A  deliberate  (and  highly  questionable) 
russocentric  policy  line  was  established,  spearheaded  by  Ambassador-at- 
Large  (now  Deputy  Secretary  of  State)  Strobe  Talbott. 

In  its  assistance  policy,  the  Clinton  administration  seemed  to  have 
accepted  the  Bush  team's  premise  that  aid,  while  alone  unlikely  to  be 
decisive  in  achieving  complete  transformations  in  the  post-Soviet  countries 
to  democracy  and  market  economics,  could  nonetheless  have  a  significant 
impact  at  least  at  the  margins  and  was  thus  a  worthwhile  endeavor. 
Nonetheless,  Talbott  and  company  devoted  little  policy  attention  to  the 
details  of  assistance  activity  in  the  NIS.  As  a  result,  significant  problems 
arose  which  in  their  totality  call  into  serious  question  the  effectiveness  of 
these  efforts  in  foreign  policy  terms  as  well  as — closely  related — their  value 
to  American  taxpayers. 

The  problems  in  assistance  policy  and  program  implementation  under 

the    Clinton    administration    fall 

generally  into  at  least  two  broad 
"Talbott  and  company  devoted  areas:  (1)  program  conceptu- 
little policy  attention  to  the  details  alization,  including  inefficien- 
of  assistance  activity  in  the  NIS."     '^'"^ '"  delivering  assistance  and 

madequate  focus  on  the  key  goal 

of     helping      the      new      states 

establish  themselves  politically  and  economically;  and  (2)  bureaucratic 
rivalries  and  empire  building.  This  article  will  examine  these  two  problem 
areas  briefly  from  the  standpoint  of  U.S.  assistance  activities  in  Belarus  and 
conclude  with  several  recommendations  for  policy  reorientation. 

A  mistake  begun  by  the  Bush  administration  and  continued  by  the 
Clinton  team  was  the  assumption  that  the  U.S.  Agency  for  International 
Development  (USAID)  should  take  the  lead  in  implementing  the  assistance 
effort.  As  of  30  June  1995,  USAID's  share  of  Freedom  Support  Act 
obligations  was  $2.35  billion,  by  far  the  greatest  single  amount  of  non-food 
assistance  earmarked  to  date.  The  assumption  was  that  USAID,  with  its 
long  years  of  experience  and  presumed  expertise  with  Third  World 
assistance,  would  be  fully  capable  of  taking  on  the  Second  World.  The 
premise  having  been  fallacious,  the  result,  predictably,  was  flawed; 


Program  Conceptualization 

The  heart  of  the  assistance  issue  in  the  NIS  was  and  is:  What  to  do,  how 
quickly  to  do  it,  and  above  all,  what  is  the  desired  result.  Here,  conflicts 
emerged  immediately  between  USAID's  Third  World-style  approach  and  the 
real  needs  in  the  new  countries  (and  related  to  that,  the  U.S.  government's 
policy  goals  in  the  region).  One  key — in  the  view  of  some,  the  key — to  U.S. 
success  with  economic  and  technical  assistance  in  the  NIS  was  to  show  at 
least  some  quick,  concrete  results  so  that  befuddled  populaces,  set  adrift  by 
the  sudden  demise  of  the  USSR,  could  see  the  benefits  for  themselves,  at 
the  individual  and  family  level,  of  embarking  on  the  kind  of  systemic 
transformations  that  the  West  was  urging  on  them.  Otherwise,  the  exact 
opposite  of  the  desired  results  could  occur.  And  they  did,  such  as  the  growth 
in  organized  crime  and  the  emergence  of  a  thin  stratum  of  ultra-rich,  with 
-widening  gaps  between  themselves  and  the  masses.  Throughout  the  former 
USSR,  the  generalization  would  appear  still  valid  that  the  great  majority  of 
people  live  no  better,  or  indeed,  significantly  worse,  than  they  did  when  the 


129 


Problems  in  American  Assistance  Policy:  The  Belarus  Prism  99 

Soviet  Union  ceased    to  exist.   Many  observers  see   this  as  a  ticking   lime 
bomb. 

USAID's  approach,  however,  as  transplanted  from  its  "expertise"  in  the 
Third  World,  was  to  begin  with  "strategic  planning,"  a  euphemism  for  self- 
justification  of  the  bureaucratic  overlay  the  agency  brought  and  continues  to 
bring  to  the  assistance  table.  Next,  USAID  typically  awarded  contracts 
and/or  itself  conducted  studies,  and  more  studies,  of  issues  surrounding  a 
given  proposed  program  activity.  For  example,  in  mid- 1993,  USAID 
proposed  conducting  a  study  on  privatization  of  state-run  enterprises  in  the 

country  to  the    Belarus   govern- — 

ment.     What     the     Belarusians 

actually  needed  was  assistance    ^^U SAID  persisted  in  offering 

to    facilitate    commencing    the    assistance  to  the  non-reform- 

destatization    process.    Further,    minded  establishment " 

privatization    had   already    been 

studied    extensively    in    neigh- 

boring  Russia,    which,   of  course,    had   an    identical    industrial   policy   and 

enterprise  organization  setup  as  Belarus  in  the  old  USSR.  Another  new  study 

on  the  subject  was  not  needed. 

Another  problem  with  the  USAID  approach  is  that  the  agency  seems  to 
prefer  dealing  with  established  governmental  entities.  In  Belarus,  the 
existing  government  in  1992  and  1993  was  a  holdover  from  the  communist 
era.  Elections  to  the  Supreme  Soviet,  or  parliament,  had  last  been  held  in 
1990.  Executive  power  at  the  national  and,  especially,  provincial  levels  was 
in  the  hands  of  officials  who  had  little  if  any  desire  to  see  Belarus  reform 
economically  or  politically.  Only  through  a  quirk  of  fate  was  the  Supreme 
Soviet  chairman — nominally  the  head  of  slate  but  without  real  political 
power — a  person  of  reformist  inclinations.  Nevertheless,  USAID  persisted  in 
offering  assistance  to  the  non-reform-minded  establishment,  typically  in  the 
form  of  grantees  (e.g.  bankers)  or  studies  (the  privatization  effort). 


A  Darkening  National  Mood 

Parenthetically,  it  is  important  to  note  that  in  1994  elections  for  president 
were  held  in  Belarus,  based  on  that  country's  new  constitution.  A  seemingly 
populist  candidate  was  elected,  an  event  generally  attributed  to  voter 
impatience  for  change  and  growing  disquiet  with  worsening  economic 
conditions.  A  year  later,  parliamentary  elections  were  held,  but  low  voter 
turnout  combined  with  a  complicated  electoral  system  prevented  election  of 
a  sufficient  number  of  deputies  to  seat  a  new  parliament.  (A  third  round  of 
parliamentary  elections  may  occur  by  the  time  this  article  is  published, 
possibly  resolving  the  current  impasse.)  This  election  was  interpreted  as 
reflecting  voter  malaise  and  a  growing  sense  of  hopelessness  that  any 
government  could  improve  things  in  the  country.  Concomitantly,  however, 
voters  overwhelmingly  approved  referenda  calling  for  closer  ties  to  Russia. 
This  was  seen  as  an  indication  of  Belarusians'  dark  national  mood  over  the 
deepening  economic  crisis  and  a  desire  to  return  to  the  low  but  relatively 
stable  material  levels  of  the  Soviet  era.  These  straws  in  the  Belarusian  wind 
refiect,  in  this  writer's  opinion,  precisely  the  outcome  that  American 
technical  and  economic  assistance  programs  were  supposed  to  help  prevent, 
but  haven't. 
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USAID's  Activities  in  Belarus:  Lost  Opportunities 

With  regard  to  USAID's  activities  in  Belarus,  in  sum,  the  agency's  direct 
involvement  has  been  more  on  a  theoretical  plane  than  a  practical,  concrete 
one.  Technical  assistance  has  been  geared  more  to  studying  problems  than 
to  solving  them.  While  perhaps  a  case  can  be  made  for  that  approach  in 
situations  where  time  is  not  of  the  essence,  in  the  former  Soviet  Union  the 
luxury  of  time  may  not  be  as  real  as  elsewhere  in  the  world. 

Another  problem  area  in  program  conceptualization  is  that  of 
educational  and  other  exchanges.  The  United  States  Information  Agency 
(USIA)  has  a  long  and  generally  quite  distinguished  record  of  facilitating 
international  visitor,  educational,  and  cultural  exchanges.  The  agency  was 
thus  the  natural  locus  for  a  whole  range  of  programs  and  activities  mandated 
by  the  Freedom  Support  Act.  According  to  USIA,  by  fiscal  year  1994  agency 
funding  for  NIS  programs  had  reached  nearly  $183  million  (of  which  $126 
million  was  provided  via  the  Freedom  Support  Act)."  These,  of  course,  were 
not  just  exchanges  but  also  expanded  educational,  cultural,  and  democrati- 
zation programs. 

In  Belarus,  USIA  and  USAID  quickly  established  relations  with  the 
Belarus  State  University  in  Minsk,  an  unreformed  institution  of  higher 
education  that  was  the  premier  university  in  the  then-Byelorussian  Soviet 
Socialist  Republic.  If  this  university  in  1992  offered  courses,  for  example,  in 
Principles  of  Economics,  they  were  taught  by  the  very  professors  who  a  year 
earlier  were  teaching  Marxist  Economics.  In  other  words,  course  content 
changed  little  and  the  heavy  hand  of  state  censorship  and  control  continued 
to  dominate.  Numerous  exchange  programs,  all  of  dubious  value,  resulted 
from  USIA's  involvement  with  this  and  other  state-run  educational 
institutions. 

In  the  meantime,  the  European  Humanities  University  (EHU)  was 
established  in  Minsk  as  the  Soviet  Union  was  dissolving.  This  university  was 
one  of  the  first  independent  institutions  of  higher  education — if  not  the  very 

first — to  be   established    between 

Moscow  and  the  Polish  border 
".  .  .  course  content  changed  little      since  the  inception  of  the  USSR. 

and  the  heavy  hand  of  censorship  !^^^  ,^"";  "°;   surprisingly, 

J        .     f        ^.        J .  survives  by  a  thread.  Its  rector,  a 

and  control  continued  to  ^^^^er      of      the       Belarusian 

dominate.  Academy  of  Sciences,  was  able  to 

arrange  for  classes  to  be  held  at 
the  academy.  Eventually,  the  Orthodox  Church  turned  over  to  EHU 
ownership  a  run-down  building  in  central  Minsk  that  it  had  received  back 
from  the  state,  and  some  refurbishing  was  made  possible  through  the 
assistance  of  the  Soros  Foundation  and  other  Western  donors,  but  not  the 
U.S.  government.  The  EHU  has  been  able  to  generate  funding  for  as  many  as 
300  students  in  part  from  private  sources  inside  Belarus  and  from  private 
Western  donors.  From  the  outset  of  the  American  diplomatic  presence  in 
Belarus,  EHU  sought  the  help  of  the  United  States  in  its  very  survival.  Aside 
from  modest  grants  of  books  such  as  English-Russian  dictionaries  and 
occasional  short-term  visitor  exchanges,  neither  USIA  nor  USAID  has  seen 
fitlo  help  the  EHU. 

At  the  same  time.  Senator  Bill  Bradley  of  New  Jersey  succeeded  in 
tacking  a  $50  million  exchange  program  onto  the  Freedom  Support  Act.  This 
grant   money    is   being   used   to  bring  high  school   and   college    exchange 
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students  from  NIS  countries  to  the  United  States  for  up  to  a  year  of  study  at 
an  estimated  cost  of  $20,000  per  student.  Extremely  questionable  in  its 
concept,  the  Bradley  program  may  rather  be  funding  the  first  year  of 
residence  for  future  U.S.  citizens  who,  once  they  have  seen  McDonald's  and 
the  shopping  malls,  often  have  little  if  any  desire  to  return  to  their  home 
countries. 

In  this  writer's  opinion,  a  much  wiser  expenditure  of  public  funds  would 
be  to  support  universities  such  as  the  EHU  in  Minsk.  Certainly,  in  cost- 
benefit  terms  it  is  vastly  more  rational  to  send  students  to  independent 
universities  (where  they  exist)  in  their  own  countries  rather  than  bring  them 
to  the  United  Slates,  instilling  in  them  a  desire  to  stay  here.  In  the  case  of 
the  EHU,  for  the  cost  of  sending  one  Belarusian  student  to  the  United  States 
under  the  Bradley  program,  forty  such  students  could  receive  stipends  to 
study  free  market  economics  and  democracy  in  their  own  country.  Does  the 
present  program  make  sense  in  terms  of  best  use  of  scarce  taxpayer  dollars 
when  such  an  alternative  is  available?  No. 

Aside  from  the  problem  of  the  Bradley  program's  costly  and  low-benefit 
exchanges,  both  USIA  and  USAID  have  also  adamantly  refused  to  provide 
direct  funding  to  save  the  seriously  endangered  EHU,  which  is  in  dire  need 
of  building  refurbishment,  equipment  procurement,  and  administration 
assistance.  Both  agencies  participated  in  funding  The  American  University 
in  Sofia,  Bulgaria,  so  precedent  exists  for  an  assistance  program  of  this  type. 
The  sums  would  not  be  large,  certainly  not  when  compared  to  other  U.S. 
assistance  programs  in  the  NIS.  Nevertheless,  the  opportunity  for  the  United 
States  to  make  a  clear,  concrete  contribution  to  the  development  of  a 
reformed,  democratic  Belarus  in  this  area  has  so  far  been  lost. 

Ill-Conceived  Agricultural  Assistance 

Another  area  of  ill-conceived  U.S.  assistance  to  Belarus  has  been 
agriculture.  An  exceptionally  fertile  country,  Belarus  under  the  Soviet 
command  system  "exported"  many  agricultural  commodities  to  the  rest  of 
the  USSR.  With  less  than  5  percent  of  the  Soviet  Union's  population,  the 
Byelorussian  SSR  (BSSR)  had  what  is  generally  acknowledged  to  be  the 
highest  standard  of  living  in  the  USSR,  with  the  possible  exception  of  the 
Baltic  republics.  Directed  from  Moscow,  the  BSSR  concentrated  on  dairy 
and  meat  production,  as  well  as  grains  other  than  wheat.  The  collective  farm 
system  was  highly  developed,  and  collective  farm  managers  were,  and  still 
are,  probably  even  more  powerful  politically  than  their  counterparts  in  the 
other  areas  of  the  former  Soviet  Union. 

Nonetheless,  the  U.S.  Department  of  Agriculture  (USDA)  has 
concentrated  heavily  on  Belarus  in  its  food  aid  program  to  the  NIS.  Under  its 
Section  416(b)  programs,  using  commodity  inventories  owned  by  the 
Commodity  Credit  Corporation,  and  Public  Law  480,  Title  I  programs, 
USDA  from  1992  through  the  end  of  1994  had  provided  Belarus  $184.5 
million  in  surplus  agricultural  commodities.  For  example,  in  1994  alone 
USDA  provided  120,000  metric  tons  of  soybean  meal  and  corn,  valued  at 
$27.5  million,  in  a  government-to-government  concessional  sales  program 
"to  help  Belarus  meet  its  animal  feed  shortfall."  Early  in  1995,  another  $10 
million  worth  of  soybean  meal  was  delivered  to  Belarus  under  the  aegis  of 
the  Public  Law  480  commodities  program.  Of  all  the  NIS  countries,  Belarus 
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has  received  the  fourth  (after  Russia,  Armenia,  and  Georgia)  greatest 
amount  of  USDA  food  assistance. 

Belarus  did  not  need  this  assistance.  The  American  Embassy  in  Minsk 
repeatedly  apprised  USDA  of  the  relatively  high  standard  of  living  in  the 
country,  of  the  government's  ability  to  use  its  comparative  advantage  in 
dairy  products  and  meat  to  acquire  wheat  and  feed  grains  from  its  neighbors, 
particularly  from  Kazakstan,  and,  especially,  of  the  inhibiting  effect 
subsidized  deliveries  or  outright  grants  of  food  aid  from  the  United  States 
would  have  on  the  process  of  decollectivization  of  the  country.  In  fact,  in  a 
country  where  economic  reform  proceeds  at  a  snail's  pace,  agriculture  sector 
reform  lags  even  further  behind. 

Food  assistance  from  the  United  States  to  Belarus  should  have  ceased 
long  ago.  The  commodities  could  no  doubt  be  more  effectively  directed  to 
NIS  countries  having  true  need  or,  absent  that,  used  to  alleviate  genuine 
starvation  situations  elsewhere  in  the  world. 

One  legitimate  use  of  U.S.  surplus  agricultural  commodities  in  Belarus 
could  have  been  to  monetize  those  delivered  under  government-to- 
government  programs  and  use  the  derived  funds  for  encouraging  private 
agricultural  entrepreneurship.  This  approach  worked  exceedingly  well  in 
neighboring  Poland,  for  example.  The  United  States  in  late  1993  proposed, 
and  an  obviously  reluctant  Belarus  government  agreed  in  principle,  to 
negotiate  establishment  of  a  joint  commission  for  this  purpose.  Funds 
realized  from  the  wholesale  and  retail  sale  of  U.S.  commodities  would 
finance  the  commission's  operation  of  making  loans  and/or  grants  to  private 
citizen  applicants  to  start  up  small-scale  agricultural  projects  such  as 
growing  berries  for  export  to  western  Europe's  fruit  yogurt  market.  An 
intergovernmental  agreement  on  the  matter  was  nearly  reached  by  the  time 
of  President  Clinton's  visit  to  Minsk  in  January  1994.  Indeed,  one  of  the 
documents  signed  then  noted  progress  toward  an  agreement  and  reaffirmed 
the  parties'  commitment  to  establishing  this  commission.  Since  then, 
unfortunately,  the  matter  has  languished,  there  apparently  being  little 
interest  on  the  part  of  the  present  Belarusian  government  to  conclude  the 
agreement.  Consequently,  U.S.  agricultural  commodities  continue  to  flow 
into  Belarus  on  concessionary  terms  with  absolutely  no  benefit  for  the  U.S. 
goal  of  fostering  agricultural  reform  in  the  country. 

Success  of  Non-Governmental  and  Private  Voluntary  Organizations 

Non-governmental  organizations  (NGOs)  and  private  voluntary  organizations 
(PVOs)  have  been  to  date  by  far  the  most  successful  in  delivering  true 
assistance  to  the  countries  and  peoples  of  the  former  Soviet  Union.  In  the 
case  of  Belarus  alone,  independence  brought  a  cascade  of  privately 
managed  activity. 

For  example,  Citihope  International  by  the  spring  of  1992  had  developed 
a  major  program  for  delivering  privately  generated  medical  supplies,  a 
program  augmented  later  by  deliveries  of  USDA  surplus  commodities  such 
as  baby  foods  and  flour  (the  latter,  especially,  of  questionable  need  as  noted 
above).  By  1993,  Citihope's  activities  had  expanded  to  include  giving 
seminars  to  interested  ordinary  Belarusian  citizens  in  entrepreneurial 
tecliniques. 

Numerous  U.S.  religious  groups  became  active  in  Belarus  beginning  in 
1992  with  both  humanitarian  and  technical  assistance  programs.  Some  of 
these     have     been     notablv     effective,     such     as     the     Missouri     Baptist 
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Convention's  work  in  setting  up  dental  clinics  at  several  locations  in  the 
country.  Too,  the  United  Methodist  Church  has  been  effective  in  delivering 
privately  generated  medical  supplies  to  Belarus  and  in  initiating  student 
exchange  programs. 

By  far  the  single  most  effective  non-governmental  organization 
operating  in  Belarus,  though,  has  been  Volunteers  in  Overseas  Cooperative 
Assistance  (VOCA).  Funded  largely  by  USAID,  VOCA  has  succeeded  in 
maintaining  its  own  independent  project  decision  making  and  operational 
control,  at  least  in  Belarus,  and  results  have  been  remarkable.  Where 
USAID  studies  privatization,  for  example,  VOCA  organized  a  privatization 
seminar  in  Minsk,  bringing  in  both  U.S.  farmers  and  those  from  Eastern 
Europe  where  agriculture  has  only  recently  been  privatized.  They  provided 
detailed  information  to  an  enthusiastically  receptive  audience  on  how  to  run 
private  farms. 

VOCA  operates  successful  farmer-to-farmer  programs  in  Belarus  and 
provides  strong,  hands-on  technical  support  to  would-be  private  farmers.  In 
one  instance,  a  small  $5,000  VOCA  grant  to  permit  a  private  agricultural 
newsletter  to  print  extension  materials  resulted  in  a  doubling  of  that  paper's 
and  a  projected  quantum  leap  of  its  circulation  by  the  end  of  the  year. 
VOCA  has  provided  practical  advice  to  agricultural  innovators  in  such 
diverse  areas  as  crayfish  and  trout  raising,  beekeeping,  and  forestry.^ 

VOCA  was  instrumental  in  implementing  an  idea  generated  by  the 
American  embassy  in  Minsk  to  see  if  radiation-free  biofuels  could  be 
developed  by  growing  canola  on  Chernobyl-polluted  lands  in  southern 
Belarus.  Over  500,000  acres  of  rich  agricultural  land  have  lain  fallow  since 
the  Chernobyl  nuclear  accident  in  1986.  Research  has  proven  the  viability  of 
this  project,  and  American  companies  are  following  up  with  proposals  to 
provide  equipment  and  technology  to  convert  canola  seed  to  oil  in  an 
inexpensive  and  environmentally  sound  manner.  Inter  alia,  this  project  is 
designed  to  provide  the  kind  of  concrete  results  to  the  Belarusian  people  that 
will  give  them  hope  to  believe  the  West's  involvement  and  market 
transformations  can  in  fact  be  in  their  best  interests. 

In  fairness,  mention  must  be  made  of  one  U.S.  government  agency 
whose  work  in  the  NIS  is  concrete  and  results-oriented.  The  Trade  and 
Development  Agency  (TDA)  is  active  throughout  the  region.  In  Belarus, 
TDA  recently  provided  a  $750,000  grant  to  the  Belarusian  Ministry  of 
Industry  as  partial  funding  for  a  feasibility  study  of  a  proposed  joint  venture 
between  that  ministry  and  several  U.S.  companies  to  manufacture  fuel- 
efficient,  environmentally  certified  diesel  engines  for  truck  and  industrial 
applications.  TDA  also  sponsored  a  recent  visit  to  the  United  States  of 
Belarusian  pharmaceutical  industry  factory  managers  to  meet  with  potential 
U.S.  investors. 

Bureaucratic  Intrigue 

If  it  does  nothing  else  well,  USAID  excels  at  ensconcing  itself  in  large 
numbers  at  all  its  missions  abroad,  so  naturally  it  began  its  NIS  adventure  by 
"staffing  up."  For  the  western  NIS  countries  of  Belarus,  Moldova,  and 
Ukraine,  USAID  established  a  regional  mission  at  the  American  embassy  in 
Kiev.  Leasing  extremely  expensive  (and  comfortable)  office  space  and  staff 
housing,  USAID  went  from  zero  staff  at  Kiev  to  fifteen  full-time,  direct-hire 
Americans  (more  American  employees  than  the  entire  U.S.  embassies   in 
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Belarus  and  Moldova).  A  locally  hired  staff  of  twenty-four  was  added, 
resulting  in  total  staff  costs  alone  of  $2.33  million  annually.  This  startling 
(and,  at  the  policy  level,  unplanned)  growth  resulted  in  part  from  USAID's 
convincing  an  inexperienced  U.S.  ambassador  of  the  need  for  such  a  large 
staff  and  in  part  from  the  absence  of  adequate  Washington-level  stringence 
in  terms  of  approving  overseas  staffing.  By  1994,  however,  the  State 
Department's  undersecretary  for  management  had  informed  the  embassy  at 
Kiev  of  a  freeze  in  U.S.  personnel  increases.  Reportedly,  USAID  has 
succeeded  in  circumventing  this  freeze  by  stationing  in  Kiev  up  to  twelve 
additional  U.S.  citizens  on  a  full-time  contract  basis. 

At  the  Washington  end,  the  Clinton  administration's  State  Department, 
responding  to  a  Freedom  Support  Act  mandate  but,  more  importantly,  to  the 
explosion  in  assistance  activity  the  act  spawned  throughout  the  government, 
created  an  office  for  assistance  coordination.  This  office  was  supposed  to 
have  clout  both  in  policy  and  program  decision  making. 

Deputy  Secretary  of  State  Talbot^  named  Thomas  Simons,  a  career 
foreign  service  officer  just  concluding  a  tour  of  duty  as  ambassador  to 
Poland,  to  set  up  this  office.  Simons  was  an  interesting  choice,  having 
allowed  a  very  large  USAID  build-up  at  his  embassy  in  Warsaw.  USAID 
correctly  surmised  that  Simons  could  not  effectively  control  its  bureaucracy, 
which  by  then  had  developed  de  facto  policy  dominance  (in  the  assistance 
policy  vacuum  described  above)  as  well  as  program  authority. 

The  result  was  near  guerrilla  warfare  between  the  Simons  operation 
(known    in    bureaucratic    jargon    as    S/NIS/C)    and    USAID.    The    State 

Department's  Office  of  Inspector 

General  recently  reviewed  that 
"Belarus  Ambassador  Serguei  situation,     noting:    "S/NIS/C's 

Martynov  developed  unhealthily  relationship  with  AID,  however, 

(for  the  U.S.)  intimate  access  into  remains  troubled.  While  not 
the  NSC         "  dysfunctional,     the     recrimina- 

tions    and     bureaucratic      turf 

struggles  between  S/NIS/C  and 

AID  have  marred  the  relationship,  made  the  interagency  assistance- 
coordination  process  highly  adversarial  too  often,  and  have  been  noted 
negatively  by  the  General  Accounting  Office,  congressional  staffers,  and 
other  agencies." 

The  inspector  general's  report  continues:  "Since  its  1992  legislative 
inception,  S/NIS/C,  and  the  coordinator  personally,  have  had  a  rocky  ride, 
facing  congressional  unhappiness  and  AID  criticism  from  the  beginning. 
Congressional  concern  peaked  in  1994,  focused  on  perceived  lack  of 
leadership  by  the  coordinator,  and  slow  implementation  and  large  assistance 
pipelines  characterizing  the  startup  of  initial  assistance  programs, 
particularly  in  Russia.  Major  congressional  pressures  for  a  high  visibility 
assistance  'czar'  with  authority  to  override  individual  agencies  led  to  a  May 
1994  decision  to  replace  the  current  coordinator."'  In  fact,  however, 
Ambassador  Simons  remained  in  place — still  unable  to  rein  in  USAID — for 
nearly  another  year.  Then,  apparently  as  a  reward  for  his  loyalty,  he  was 
nominated  to  be  U.S.  ambassador  to  Pakistan. 

Responding  to  congressional  unhappiness  and  to  the  ineffectiveness  of 
the  State  Department's  assistance  coordination  office,  in  April  1995 
Secretary  Christopher  named  Richard  Momingstar  to  replace  Simons. 
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According  to  the  department,  Morningstar  "has  a  broad  new  presidential 
mandate  and  will  oversee  all  U.S.  assistance  activities  in  the  NIS."  He 
also  was  granted  a  broader  title  than  Simons:  special  advisor  to  the  president 
and  the  secretary  of  state  on  assistance  to  the  NIS.  Only  six  months  into  the 
job.  Morningstar  would  appear  to  be  taking  at  least  some  steps  toward 
exercising  policy  control  over  the  assistance  community,  particularly 
USAID.  Unfortunately,  much  time  and  large  amounts  of  taxpayer  funds  have 
already  been  lost.  USAID  continues  to  resist. 

In  the  field,  USAID  operates  much  as  though  it  were  independent  of  the 
executive  branch  of  government.  The  S/NIS/C  1994  annual  report  states,  for 
example:  "A  number  of  embassies  have  expressed  concerns  that  their 
expertise  and  authority  have  not  been  adequately  sought  or  taken  into 
account  in  the  development  of  assistance  projects."  In  the  case  of  Belarus, 
the  U.S.  embassy  in  Minsk  reports  that  "some  USAID  projects  have  moved 
forward  without  receiving  proper  concurrence  from  the  ambassador."  The 
embassy  also  notes,  with  regard  to  Cooperative  Threat  Reduction  assistance 
(the  Nunn-Lugar  program)  in  Belarus,  that  "seemingly  endless  delegations 
have  bewildered  and  strained  the  resources  of  both  the  embassy  and  the 
Belarusian  Ministry  of  Defense,  leading  the  Minister  of  Defense  to  publicly 
criticize  the  program. 

NIS  Manipulation  of  U.S.  Bureaucracies 

Interesting,  too,  is  the  way  skilled  NIS  diplomats  in  Washington  have 
managed  to  "work  the  system"  of  interagency  rivalries  and  narrow  bureau- 
cratic interests,  not  infrequently  to  the  detriment  of  U.S.  policy  goals.  Again, 
Belarus  is  a  good  case  in  point.  Represented  in  Washington  by  an  excep- 
tionally able  ambassador,   the    __ 

Republic  of  Belarus  benefited 

quite    coincidentally    from    a    "(/5A/Z>,  there  seems  little 

long-standing     acquaintance-   disagreement,  is  a  bureaucratic 

ship  between  its  self-aggrand-    ^^^^^^  whose  personnel  add  little  if 

izing  foreign  minister  and  the  .      .    .i  •  ^ 

Clinlon  administration's  first   any  value  to  the  assistance 

National      Security      Council    programs." 

senior   director    for    the    NIS 

region,  Ms.  Toby  Gati.  Build- 


ing on  this  link,  Belarus  Ambassador  Serguei  Martynov  developed 
unhealthily  (for  the  U.S.)  intimate  access  into  the  NSC,  both  with  Gati  and 
her  deputy,  Nicholas  Burns.  When  Gati  was  "kicked  upstairs '  to  the  position 
of  assistant  secretary  of  state  for  intelligence  and  research.  Burns — a 
relatively  junior  foreign  service  officer  with  no  previous  service  in  the  former 
USSR  or  knowledge  of  the  region — became  NSC  senior  director  for  tne  NIS 
area. 

One  example  of  the  Belarusians'  use  of  the  NSC  connection  to  the 
detriment  of  U.S.  interests  occurred  in  July  1993.  On  the  eve  of  a  high-level 
Belarusian  visit  to  Washington,  Ambassador  Martynov  met  with  Burns  to 
deliver  a  letter  from  his  (communist)  prime  minister  requestmg  millions  of 
dollars  in  additional  U.S.  agricultural  commodity  assistance.  Without 
reference  to  or  knowledge  of  either  the  State  Department  or  the  U.S. 
embassy  in  Minsk,  Burns,  now  Slate  Department  spokesman,  essentially 
directed  that  the  U.S.  Department  of  Agriculture  comply  with  this  request, 
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and  it  was  done.  As  discussed  above,  in  the  Belarus  circumstances  such 
agricultural  assistance  runs  counter  to  U.S.  interests  by  helping  prop  up  the 
unreformed  (and  politically  hostile  to  the  United  States)  collective  farm 
system  there. 

Policy  Implications 

The  problems  noted  above  with  U.S.  assistance  programs  in  the  former 
Soviet  Union  suggest  an  urgent  need  for  policy  reorientation  in  Washington. 
The  urgency  stems  from  the  fact  that,  with  regard  to  USAID  alone,  of  the 
$2.35  billion  obligated  in  aggregate  from  1992  through  30  June  1995,  only 
$1.28  billion  has  actually  been  expended."  By  taking  measures  now,  the 
remaining  funds  can  be:  (a)  directed  to  real  needs,  (b)  expended  more 
efficiently,  and  (c)  used  on  concrete  projects  offering  rapid  results. 

The  following,  in  this  writer's  view,  could  help  significantly  to  improve 
the  targeting,  effectiveness,  and  policy  relevance  of  quality  assistance  to  the 
NIS  countries: 

1.  Provide  funding  directly  to  assistance  deliverers.  USAID,  there  seems 
little  disagreement,  is  a  bureaucratic  morass  whose  personnel  add  little  if 
any  value  to  the  assistance  programs.  Draft  legislation  to  abolish  the  agency 
may  soon  become  law,  making  the  issue  moot.  If  not.  Congress  should 
seriously  consider  ways  of  funding  directly   those   PVOs  and   NGOs  with 

demonstrated    expertise    in    NIS 

program  implementation.  In  the 

"...  significant  effect  can  be  case    of  Belarus,    VOCA    is    a 

achieved  at  the  margin,  a  fact  that      prime  example. 
of  itself  makes  the  assistance  effort  2.     Increase     the     policy 

worthwhile  "  authority   of  the    State    Depart- 

ment    assistance      coordination 

office    and    assure    it    has    full 

program  oversight  control  as  well.  Bureaucratic  warfare  needs  to  cease  and 
backdoor  deals  of  the  NSC-USDA  variety  noted  above  must  stop. 

3.  Institute  program  criteria  apparently  now  lacking  so  that  each  and 
every  project  is  vetted  carefully  to  assure  that  it  is  responsive  to  clearly 
articulated  U.S.  interests  in  the  country  involved,  that  it  is  realistic  and  do- 
able, and  that  it  will  directly  and  rapidly  benefit  the  people  in  that  country. 

4.  Pay  greater  heed  to  and  place  greater  responsibility  on  local  U.S. 
embassies  in  the  NIS  countries  to  propose  and  to  oversee  implementation  of 
assistance  projects. 

5.  Give  U.S.  ambassadors  in  the  NIS  countries  discretionary  funding 
authority  (and  concomitant  accountability  obligations)  for  up  to  $10  million 
each  so  that  immediate  assistance  needs  can  be  addressed  without  going 
through  time-consuming  bureaucratic  hoops  in  Washington.  This  recom- 
mendation implies,  of  course,  acceptance  of  the  premise  that  key  expertise 
on  needs  and  how  to  address  them  is  best  found  at  the  local  embassy  level. 

6.  Closely  linked  with  the  above,  in  exceptional  circumstances  provide 
assistance  via  direct  funding  where  a  host-country  institution  or  organization 
has  demonstrated  its  ability  to  advance  economic  and/or  political  reform, 
shape  public  opinion  in  ways  commensurate  with  Western  values,  or  address 
critical  human  needs. 

^.  Use  non-governmental  organizations  in  recipient  countries  as  vehicles 
for  delivering  assistance  wherever  feasible,  particularly  in  situations  where 
reform  is  lagging  through  a  government's  lack  of  political  will. 
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Conclusion 

The  U.S.  government  would  be  deluding  itself  and  the  American  people  were 
it  to  claim  that  the  assistance  program  in  the  NIS  region  will  be  determinant 
in  setting  those  countries'  ultimate  course  to  democracy  and  market 
economics.  Nonetheless,  significant  effect  can  be  achieved  at  the  margin,  a 
fact  that  of  itself  makes  the  assistance  effort  worthwhile.  In  the  algebra  of 
determining  the  ratio  between  long-term  assistance  efforts  and  more  rapid 
ones  with  concrete,  easily  identifiable  results,  it  is  important  to  remember 
that  the  process  of  democratization  and  economic  transformations  may  not 
have  a  long  term  if  ordinary  people  continue  to  see  little  or  no  benefit  in 
their  individual  situations. 

In  the  final  analysis,  U.S.  tax  dollars  must  be  spent  in  this  arena  for  the 
sole  purpose  of  advancing  U.S.  national  interests.  Wasteful,  esoteric,  and/or 
poorly  targeted  assistance  programs,  no  matter  whose  bureaucratic  interests 
they  may  serve,  are  unacceptable.  This  simple  truth  should  be  enshrined  in 
the  minds  of  each  and  every  policymaker  and  program  designer  as  the 
remaining  U.S.  assistance  funds  earmarked  for  the  NIS  are  expended. 
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Bull  in  a  China  Shop: 
USAfD's  Post-Soviet  Mission 

Peter  J.  Stavrakis 

In  the  wake  of  the  Soviet  Union's  collapse,  a  great  deal  of  ink  has  been 
spilled  on  the  subject  of  American  assistance  to  Central  and  Eastern 
Europe  and  the  Newly  Independent  States  (NIS).  The  inevitable  decrease 
in  the  flow  of  U.S.  assistance  dollars  to  that  region  of  the  world,  as  well  as 
the  success  of  the  U.S.  Agency  for  International  Development  (USAID) — for 
the  moment — in  resisting  congressional  efforts  to  eliminate  it,'  has  done 
little  to  diminish  the  lively  and  intense  debate  between  supporters  and 
opponents  of  the  effectiveness  of  continued  aid  programs  to  the  successor 
states  that  have  replaced  America's  Cold  War  nemesis.  The  December  1995 
parliamentary  elections  in  Russia  will  only  provide  more  fuel  for  the 
controversy,  as  the  fragile  electoral  democracy  that  has  emerged  there  has 
become  a  vehicle  by  which  state  and  society  have  expressed  a  strong 
preference  for  the  return  of  authoritarian  institutions.  Should  this  transpire, 
the  opportunity  to  move  Russia  decisively  away  from  its  autocratic  past  will 
have  been  lost,  perhaps  for  several  generations,  and  it  is  legitimate  to 
inquire  whether  American  assistance  played  a  role  in  bringing  this 
unfortunate  result  to  pass. 

Foreign  assistance  to  Russia  and  other  Newly  Independent  States  is 
merely  the  starting  point,  however,  for  a  much  broader  analysis,  for  the 
bureaucratic  structures  responsible  for  administering  America's  aid  effort  are 
linked  to  questions  transcending  the  Cold  War  and  penetrating  the  heart  of 
contemporary  debates  on  the  competence  and  objectives  of  government 
institutions.  Similarly,  America's  NIS  experience  provides  an  opportunity  to 
assess  the  relevance  of  the  developmental  ideology  animating  America's 
global  assistance  vision,  which  has  remained  surprisingly  static  for  much  of 
the  past  three  decades. 

These  larger  considerations  explain  the  sustained  interest  in  foreign 
assistance:  unlike  other  controversial  programs  in  the  U.S.  budget,  money  is 
not  the  main  concern  (though  both  sides  in  the  debate  often  try  to  portray  it 
as  such).  The  funds  set  aside  for  NIS  assistance — approximately  $640 
million  in  the  current  fiscal  year — are  a  minuscule  portion  of  the  total  U.S. 
budget,  and  are  dwarfed  by  the  sums  set  aside  for  aid  to  Israel  and  Egypt. 
Rather,  the  aid  debate  is  principally  about  eliminating  bureaucratic  sources 
of  waste  and  inefficiency,  and  there  is  growing  evidence  that  USAID — 
America's  flagship  bureaucracy  for  administering  aid — has  failed  to  achieve 
any  significant  results  in  the  NIS,  at  times  even  compromising  America's 
image  abroad.  This  has  convinced  policy-makers  and  academics  alike  that 
AID  and  the  American  approach  to  assistance  are  overdue  for  major  reform. 


Peter  J.  Stavrakis  is  deputy  director  at  the  Kennan  Institute  for  Advanced  Russian 
Studies  of  the  Woodrow  Wilson  International  Center  for  Scholars,  Washington.  D.C. 
and  associate  professor  of  political  science  at  the  University  of  Vermont.  The  views 
expressed  are  the  author's  own  and  do  not  reflect  those  of  any  organization. 
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In  this  respect,  Russia  and  other  successor  states  have  inadvertently 
done  the  United  States  a  great  favor  by  exposing  the  fundamental  incapacity 
of  USAID  to  achieve  assistance  goals  that  promote  American  interests 
abroad.  The  lesson  to  be  drawn  from  USAID' s  encounter  with  the  NIS  is  that 
reform  is  insufficient;  if  America  aspires  to  provide  assistance  that  promotes 
the  development  of  free-market,  civil  societies,  there  is  no  alternative  to 
eliminating  AID  and  replacing  it  with  a  leaner,  more  efficient  and 
competent  structure.  There  have  been  numerous  proposals  for  and  attempts 
at  reform — even  abolition — of  the  agency  in  recent  years,  the  most  visible 
result  of  which  has  been  the  creation  of  the  Office  of  Coordinator  of 
Assistance  to  the  NIS  within  the  Department  of  State.^  But  it  has  still  proved 
onerous  to  hold  AID  accountable  for  its  actions  or  enhance  the  effectiveness 
of  its  performance,  making  reform  of  U.S.  assistance  practices  a  recurrent 
theme  in  congressional  politics. 

Defenders    of  AID  often    attempt    to    blame    the    failure    of   foreign 

assistance    in    the    NIS    on    the 

alleged      uniqueness      of     these 

''...  if  America  aspires  to  provide  societies  and  the  problems  they 
assistance  that  promotes  the  presented  the  West.^  A  closer  look 

development  of  free-market,  civil  back  at  the  history  of  AID's 
societies,  there  is  no  alternative  to  i"^«';ements  in  other  areas  of  the 
,.  .  ^.  .  wr^  J  .  .  .^  world,  however,  reveals  that  many 
eliminating  AID  and  replacing  it  ^^  ^^e  same  wasteful  pathologies 
with  a  leaner,  more  efficient  and  present  in  AID's  post-Cold  War 
competent  structure."  efforts    had    their    precursors    in 

earlier    programs    in    Asia,    Latin 

America,  and  Africa.  But  earlier 

criticisms  of  AID's  activities  on  other  continents  never  acquired  sufficient 
persuasiveness — or  political  force — to  compel  an  examination  of  the 
agency's  structure  and  operations."*  Regrettably,  the  assistance  failures  in 
these  regions  of  the  world  were  tolerable  so  long  as  some  marginal 
successes  remained  and  domestic  contractors  got  paid,  meaning  that  all  the 
criticism  of  U.S.  aid  programs  never  really  mattered — until  USAID 
attempted  to  work  its  familiar  assistance  magic  on  a  state  with  strategic 
nuclear  weapons.  Russia  was  not  the  first  instance  of  AID's  failure;  it  was 
merely  the  first  the  United  States  could  not  afford  to  ignore. 

Before  proceeding  into  an  examination  of  the  fatal  flaws  within  USAID, 
several  caveats  are  in  order:  first,  this  is  emphatically  not  an  isolationist 
polemic  that  advocates  America's  abandoning  its  efforts  to  assist  the  cause 
of  democratic  and  economic  reform  in  the  former  Soviet  Union.  The  problem 
is  not  with  aid  per  se.  or  with  the  broader  assistance  objectives,  but  with  the 
institutional  mechanism  that  America  relies  upon  to  implement  its  policies. 
To  put  it  simply.  AID  does  not  work  and  has  not  demonstrated  an  ability  to 
produce  the  strategic  vision  required  to  guide  assistance  efforts  in  the  Newly 
Independent  States.^  Bureaucratic  pathologies  are  the  core  problems 
determining  the  budgetary  debacles  that  have  marked  America's  foreign  aid 
program,  making  the  replacement  of  AID  with  an  agency  capable  of 
identifying  realistic  and  useful  assistance  programs  the  immediate  task  of 
the  United  States.  There  is  a  risk  that  in  taking  this  step  under  present 
congressional  conditions,  funding  for  foreign  assistance  might  disappear 
entirely  from  the  budget;  but  given  the  poor  results  that  have  been  produced 
in  the  NIS  to  date,  it  has  become  a  risk  worth  taking. 
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Second,  it  is  important  to  note  that,  despite  the  general  failure  of 
USAID  to  implement  successful  assistance  programs,  there  have  been  some 
successes  in  the  former  Soviet  Union.  But  these  have  been  outweighed  by 
the  much  larger  number  of  programs  that  have  either  failed  to  accomplish 
anything  or,  still  worse,  were  ultimately  harmful.  This  situation  is  recognized 
even  within  the  AID  bureaucracy,  as  reflected  in  the  recent  comment  by  a 
senior  AID  official  who  noted  that  the  irrelevance  of  USAID's  programs 
might  not  be  such  a  bad  thing,  because  then  the  agency  could  do  no  more 
harm  in  the  NIS.*'  The  key  to  success  for  AID-funded  programs  appears  to  be 
that,  upon  receipt  of  funding,  contractors  operate  independently  of  AID 
administrative  constraints. 

Finally,  some  might  question  the  recommendation  to  abolish  USAID  as 
extreme  or  overly  hasty,  preferring  instead  an  intermediate  reform  option 
that  produces  an  ostensibly  "reinvigorated"  AID.  In  their  defense,  senior  AID 
officials  have  attempted  to  cast  the  problems  of  foreign  assistance  as  a 
function  of  the  need  to  adjust  to  post-Cold  War  priorities.  USAID 
Administrator  Brian  Atwood  and  Deputy  Administrator  Carol  Lancaster  have 
argued,  for  example,  that  United  States  aid  programs  must  now  promote 
"sustainable  development"  in  response  to  "complex  crises"  that  bring  with 
them  a  tangle  of  interrelated  economic,  political,  and  environmental 
problems.'  Yet  for  all  this  attention  to  "sustainability,"  AID  programs  have 
failed    miserably    in    helping 

NIS  states   develop  the   limi-    ^^„       .  ^     r.       •  ^ 

ted,  competent  administrative    "Rtissia  was  not  the  first  instance  of 
institutions  that  are  essential   AID'S  failure;  it  was  merely  the  first 
for  the  breakthrough  to  civil   the  United  States  could  not  afford  to 
society.    In    Russia,    AID   has    ignore.'^ 
expended  vast  sums  of  money 

to  help  develop  a  party  sys-    

tem,  even  as  the  government  remains  a  chaotic  welter  of  overlapping — and 
conflicting — bureaucracies,  without  a  civil  service.  Similarly,  AID  places 
great  emphasis  on  developing  "rule  of  law"  in  Russia,  yet  no  program 
aspiring  to  this  laudable  goal  has  yet  tackled  the  central  problem:  the  need 
to  build  trust  in  and  respect  for  the  law,  without  which  any  institution- 
building  project  in  the  legal  field  is  bound  to  fail. 

But  perhaps  it  may  be  possible  to  resolve  the  problems  in  America's 
foreign  aid  program  through  a  reform  of  AID  practices,  the  repackaging  of 
programs  and  the  replacement  of  personnel?"  This  would  be  worthy  of 
consideration  were  it  not  for  one  basic  fact:  the  roots  of  AID's 
ineffectiveness  are  structural  in  nature.  No  amount  of  competent  personnel 
can  overcome  the  bewildering  internal  practices  and  stultifying  development 
world-view  that  are  the  hallmarks  of  USAID.  Government  agencies  also 
possess  remarkable  tenacity  in  resisting  change  or  reducing  reforms  to  a 
mere  reshuffling  of  bureaucratic  boxes.  Abolition  creates  an  important 
window  of  opportunity  during  which  structural  changes  can  be  introduced 
before  the  natural  conservatism  of  bureaucratic  institutions  takes  hold, 
making  it  the  desirable  alternative  when  organizational  problems  extend 
deeper  than  the  level  of  policy.  AID  is  no  exception  in  this  regard,  and  a 
piecemeal  reform  will  have  two  related  variants:  either  the  same  faces  and 
practices  will  be  located  in  different  places  within  an  already  incoherent 
bureaucracy,  or  new  individuals  will  be  placed  in  dysfunctional  structures, 
compromising  their  ability  to  make  important  changes  within  the  agency. 
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Perhaps  not  surprisingly,  some  senior  AID  officials  have  already 
concluded  that  it  would  be  best  to  dispense  with  the  agency.  Shortly  after 
U.S.  Senator  Jesse  Helms  put  forward  his  proposal  for  merging  US  AID  (as 
well  as  the  U.S.  Information  Agency  and  the  Arms  Control  and  Disarmament 
Agency)  into  the  Department  of  State,  one  USAID  official  reflected  that  the 
Helms  proposal  was  "rational.""  Later  in  1995,  after  the  House  of 
Representatives  had  voted  in  favor  of  the  consolidation  proposal,  another 
AID  official  reflected  that  it  probably  would  be  best  if  the  agency  were 
absorbed  into  the  State  Department,  because  AID  was  now  such  a  pariah 
organization  that  no  one  else  in  government  would  work  with  it.'" 

The  1995  parliamentary  elections  have  signalled  the  acceleration  of 
political  change  in  Russia,  leading  to  a  society  fundamentally  different  from 
that  envisaged  by  American  policy  only  four  years  earlier.  This  raises  the 
question  as  to  whether  any  type  of  foreign  assistance  can  still  prove 
beneficial  to  the  NIS.  The  June  presidential  elections-should  they  be  held- 
will  provide  greater  clarity,  but  there  are  still  grounds  for  pursuing  a 
carefully-targeted  assistance  program.  First,  regions  have  become 
increasingly  important  in  the  Russian  political  system,  and  regionally-based 
assistance  programs  may  still  help  speed  the  political  decentralization 
required  to  promote  limited  government.  Second,  promising  assistance 
opportunities  remain  in  other  successor  states — particularly  Ukraine — and  it 
is  in  America's  interest  to  promote  a  stable,  independent  Ukraine.  But  these 
are  opportunities  that  can  be  realized  only  with  a  new  foreign  assistance 
mechanism,  staffed  by  personnel  familiar  with  the  region  and  capable  of 
responding  quickly  to  assistance  needs.  Opportunities  for  promoting  the 
development  of  free  markets,  a  more  libera!  trade  regime,  the  consolidation 
of  political  reform,  and  an  improved  security  climate  may  have  diminished 
in  the  NIS.  but  to  the  extent  that  they  might  remain,  there  as  elsewhere, 
American  assistance  objectives  can  best  be  promoted  by  a  bureaucracy 
embracing  the  following  criteria: 

Lean  and  competent  bureaucratic  structure.  Promoting  limited 
government  via  a  large  and  byzantine  aid  bureaucracy  sends  the  wrong 
message.  Moreover,  personnel  must  have  area  knowledge  required  to  make 
intelligent  choices  in  a  complex  and  rapidly  changing  political  environment. 

Strong  performance  record.  Effective  assistance  must  be  visible 
through  successful  projects  (which  include  the  NIS  public's  perception  of 
U.S.  assistance)  supported  by  U.S.  funds. 

Accessibility.  Foreign  aid  programs  must  provide  equal  access  to 
America's  individual  and  institutional  resources,  thereby  tapping  the  rich 
array  of  resources  in  U.S.  communities.  A  level  playing  field  makes  best  use 
of  America's  foreign  aid  resources. 

Broader  social  impact  in  target  society.  Staff  and  programs  must 
promote  a  positive  image  of  the  United  States  beyond  immediate  targets  of 
assistance,  and  be  prepared  to  cope  with  the  painful  and  dislocative  social 
impact  that  accompanies  reform.  Americans  need  to  be  able  to  reassure 
reforming  societies — in  ways  they  can  understand — that  the  long-term  goal 
is  worth  the  current  sacrifice. 

Strategic  vision.  Aid  must  reflect  a  coherent  conception  of 
sociopolitical  reform,  which  is  comprehensible  to  citizens  of  the  target 
society.  Without  this,  it  is  impossible  to  convert  doubters  into  supporters  of 
the  transition. 
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Independent  evaluation  of  USAID's  performance  has  always  been 
difficult  to  accomplish,  for  there  is  little  standardized  data  available  that 
can  shed  light  on  the  agency's  performance.  There  are  important  reasons  for 
this  state  of  affairs,"  not  the  least  of  which  has  been  that  most  U.S. 
contractors — who  privately  share  scathing  criticisms  of  USAID  practices — 
are  reluctant  to  go  on  the  record  for  fear  that  it  will  jeopardize  their  chances 
for  future  assistance  contracts.  An  April  1995  conference  on  Western 
assistance  to  Central  and  Eastern  Europe  and  the  former  Soviet  Union  is  a 
case  in  point.  ''  When  USAID  was  the  focus  of  discussion,  virtually  none  of 
the  participants  (an  audience  composed  of  government  and  private 
assistance  providers)  engaged  in  even  the  mildest  criticism  of  the  agency's 
performance.  The  lone  exceptions    


were  congressional  staffers  work- 
ing  on   committees    seeking    to  ".  .  ,  ynost  U.S.  contractors— who 
eliminate    USAID,    and    some  privately  share  scathing  criHcisms 
East    European     representatives,       j-rrr^  a  wr^          ^                      i     .,      . 
whose   countries    succeeded    in  of  USAID  practices-<ire  reluctant 
reform  without  reliance    on   for-  to  go  on  the  record  for  fear  that  it 
eign  assistance.  The  informal  dis-  will  jeopardize  their  chances  for 
cussions  following  this,  however,  future  assistance  contracts. " 
revealed     an     almost     universal 
disdain    for    AID's    performance. 


Participants'  fear  that  their  frank  assessments  would  cost  them  further  grant 
opportunities  profoundly  altered  the  content  of  public  discourse  about  AH). 
And  this  fear  is  well-founded:  Health  Enterprises  International  (HEI),  which 
is  wholly  dependent  on  USAID  funding,  recently  ceased  operations  because, 
according  to  a  source  familiar  with  their  operations,  "HEI  bumped  heads 
with  AID  and  went  out  of  business. "''  Tragically,  solutions  to  America's 
foreign  assistance  problems  cannot  be  examined  because  many  experts  are 
afraid  to  discuss  the  problems. 

The  available  information  about  USAID  programs  is  therefore  anecdotal, 
but  this  does  not  mean  it  is  without  value.  Nearly  four  years  into  America's 
assistance  program  in  the  NIS,  sufficient  anecdotes  have  accumulated  to 
produce  a  picture  of  USAID — and  it  is  not  a  pretty  sight:  bureaucratic 
pathologies,  lack  of  vision,  ineffectiveness,  waste,  and  plain  ignorance  are 
the  themes  that  run  through  USAID's  experience  in  the  NIS.  Foreign 
assistance  can  play  an  important  role  in  promoting  America's  interests  but  at 
present  we  are — with  rare  exception — paying  for  USAID  to  contribute  to  a 
negative  image  of  America  abroad.  But  in  failure  there  lies  opportunity;  for 
the  United  States  now  has  a  chance  to  clean  its  own  bureaucratic  house. 
Seizing  this  opening  to  demonstrate  the  seriousness  of  our  commitment  to 
eliminating  unnecessary  bureaucracy  may  have  a  salutary  impact  exceeding 
that  of  any  assistance  program. 

USAID's  Impact  in  the  NIS:  The  Danger  of  Innocents  Abroad 

The  Soviet  Union,  especially  in  the  last  years  of  its  existence,  was  a 
monument  to  hypocrisy:  government  existed,  yet  everyone  knew  the 
Communist  Party  held  real  power;  laws  existed,  but  it  was  always  clear  that 
their  application  was  never  impartial;  and  a  state  bureaucracy  existed 
ostensibly  to  serve  society,  though  in  reality  this  relationship  was  reversed. 
In  sum,  communism  was  not  merely  a  lie  writ  large,  but  a  pernicious  force 
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that  sapped  the  life  and  credibility  out  of  every  institution  necessary  to 
sustain  civil  society.  The  reconstruction — or  creation  in  some  cases — of 
these  institutions  and  the  restoration  of  the  public  trust  are  assistance 
objectives  of  the  first  order,  which  arguably  were  embraced  by  USAID's  goal 
of  building  "civil  society."  But  by  virtue  of  its  experience  in  the  last 
seventy-five  years,  the  post-Soviet  population  is  deeply  suspicious  of  any 
offers  of  assistance  in  creating  democracy.  Consequently,  it  is  absolutely 
essential  that  USAID  personnel  behave  in  a  manner  that  demonstrates  they 
are,  indeed,  different  from  the  incestuous  mixture  of  state,  party,  and 
personal  connections  that  characterized  the  Soviet  Union:  the  assistance 
program  must  be  impartial,  dispassionate,  and  clearly  adhere  to  all  legal 
norms. 

Regrettably,  USAID's  performance  here  has  been  deeply  flawed,  with 
the  result  that  many  reform-minded  ex-Soviets  quickly  concluded  that  the 
new  boss  was  pretty  much  the  same  as  the  old  boss.  This  manifested  itself  in 
numerous  ways  at  all  levels  of  the   assistance   effort.  In  August   1995,  a 

member  of  the   USAID  Moscow 

mission,  while  waiting  in  line  at 
"Four  years  into  the  US.  Dialog    Bank    in    Moscow,    ex- 

assistance  program  in  Russia,  the  plained  to  her  new  Russian 
mention  of  'conflict  of  interest'  interpreter  how  she  should  pay  for 

will  doubtless  be  the  occasion  for  l^^\  ^°\f  P^^y  \^^^'  ^^at  day: 
,  .  .,  ...  She  should  go  and    buy   a   tort 

knowing  smiles  or  cynical  gnns  (approximately  $5)  and  then 
from  Russians;  for  they  have  seen  write  up  the  receipt  as  cab  fare, 
USAID  and  American  contractors  because  "that's  the  kind  of 
and  subcontractors  at  work.  ..  ."       expense   the  American   taxpayer 

[will]  understand."''*  The   result: 

one  more  Russian  learned  that 
America  will  tolerate  falsifying  documents;  how  different  can  that  be  from 
cooking  the  books  to  meet  the  plan  quota? 

USAID  personnel  knew  little  of  the  NIS,  something  they  attempted  to 
remedy  by  hiring  foreign  nationals  to  work  in  the  missions.  But  this  was 
quickly  seized  upon  by  local  organizations  as  a  means  of  influencing  the 
contract  process.  The  Kennan  Institute  in  January  1995  was  awarded  $1.44 
million  for  a  USAID  Institutional  Partnership  with  a  promising  Russian 
educational  organization,  only  to  find  that  its  partner — The  Moscow  School 
of  Political  Studies — used  a  Russian  acquaintance  in  USAID  Moscow  in  a 
heavy-handed  attempt  to  "reprogram"  nearly  50  percent  of  the  budget  to  suit 
its  tastes.  If  successful,  this  would  have  left  the  Kennan  Institute  with  no 
control  over  program  spending,  yet  with  all  of  the  accountability.  The 
institute  subsequently  turned  down  the  award,  but  not  before  a  second 
Russian  institute  offered  to  take  over  as  in-country  partner.  And  what  gave 
the  second  institutional  suitor  such  confidence  that  this  could  be  done?  They 
had  "their  own"  people  in  USAID  Moscow  who  were  higher  than  the 
Moscow  school's  advocates  in  USAID !'^ 

Russian  organizations  quickly  realized  through  such  experiences  that 
USAID  was  so  reliant  on  foreign  nationals  that  it  was  effectively  rudderless 
in  the  chaos  of  Moscow,  so  the  privileged  few  organizations  with  this  access 
acquired  a  critical  edge  over  their  competition.  Less  fortunate  Russian 
reform   organizations    soon    realized    that    success     in    getting    American 
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assistance  dollars  rested  less  on  merit  and  free  competition,  than  on  having 
a  friend  in  the  mission. 

This  was  not  unique  to  Russia  by  any  means.  In  February  1995.  when  a 
group  of  Ukrainian  "academics'"  participating  in  USAID's  NIS  Exchanges 
and  Training  Project  (NET)  paid  a  brief  visit  to  several  Washington-area 
academic  research  institutions,  it  quickly  became  apparent  that  several 
members  of  the  delegation  were  not  scholars  interested  in  learning  about 
Western  research  institutes,  but  Ukrainian  government  officials  who.  upon 
learning  of  the  chance  for  a  "free"  trip  to  the  United  States,  imposed  upon 
their  contacts  in  the  USAID  mission  in  Kiev  with  the  request  to  be  added  to 
the  trip.  USAID  Kiev  complied,  forcing  the  U.S.  contractor  runnir>g  the 
program  to  make  last-minute  travel  arrangements.  Shortly  after  the 
delegation's  return,  one  of  the  non-academic  participants  was  placed  under 
house  arrest  by  the  Ukrainian  government."" 

The  overly  cozy  relationship  between  USAID  personnel  and  contractors 
in  the  U.S.  private  sector  is  also  not  lost  on  Russians  as  they  observe  the 
American  assistance  program.  The  crisp  bureaucratic  distinction  between 
government  organization  and  private  contractor,  essential  for  maintaining 
the  integrity  of  the  grant  process,  has  been  replaced  by  a  porous  boundary 
across  which  AID  personnel  move  effortlessly  into  the  realm  of  contractors. 
Consequently,  a  career  path  is  established  whereby  USAID  contract 
administrators  later  move  on  to  become  program  officers  for  private 
contractors — and  often  run  the  programs  they  supervised  when  at  USAID. 
Major  contractors  such  as  the  Research  Triangle  Institute,  ARD/Checchi, 
and  the  Academy  for  Educational  Development,  to  name  but  a  few,  have  all 
taken  care  to  bring  onto  their  staffs  former  AID  employees. 

In  fact,  USAID  personnel  have  become  vital  pivots  in  a  system  by 
which  contractors  with  no  experience  in  the  NIS  have  been  able  to  "retool" 
themselves  and  receive  major  awards  for  assistance  projects  there.  The  logic 
that  emerges  from  this  could  only  be  the  product  of  a  bureaucratic 
nightmare:  to  improve  chances  of  receiving  NIS  assistance  money, 
contractors  add  staff  who  know  USAID  but  little  or  nothing  about  the  target 
countries.  The  Foundation  for  the  Peoples  of  the  South  Pacific,   for  example. 

sensed  the  change   in  funding    

patterns     and     underwent      a 

quick    facelift.    It    added    a    "Assistance  is  most  damaging . . . 

former  USAID  deputy  assista.it    ^f^^^  -^  blatantly  undermines  the 

administrator,    renamed    itself  .      .   ,       ,     ft    -.    j  o.  . 

Counterpart,  and  secured  AID    very  principles  the  United  States 

funding    for    a    project    on   publicly  espouses  as  essential  for 

Ukraine.     But     due     to     its    Russian  society.'' 

unfamiliarity  with  NIS  terrain. 

Counterpart  blundered  when  it 

hired    a    former   CIA    official,    thereby    damaging    its    relations    with    the 

Ukrainian  community.'^ 

From  the  Russian  perspective  (and  perhaps  from  others  as  well),  this 
chumminess  conjures  up  a  familiar  image  from  the  past  where  distinctions 
between  state  and  social  organizations  were  meaningless.  And  this  is  not  far 
from  the  mark;  for  what  actually  exists  is  a  self-enclosed  "assistance 
community"  that  cuts  across  all  the  institutional  barriers  presumed  essential 
for  a  civil  society.  Four  years  into  the  U.S.  assistance  program  in  Russia,  the 
mention  of  "conflict  of  interest"  will  doubtless  be  the  occasion  for  knowing 
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smiles  or  cynical  grins  from  Russians;  for  they  have  seen  USAID  and 
American  contractors  and  subcontractors  at  work  and  know  that,  just  as  it 
was  in  the  Soviet  Union,  everything  is  a  part  of  everything  else.  Russia,  it 
seems,  has  changed  USAID  and  not  the  reverse. 

Assistance  is  most  damaging,  however,  when  it  blatantly  undermines 
the  very  principles  the  United  States  publicly  espouses  as  essential  for 
Russian  society.  In  particular,  USAID  (as  well  as  other  assistance  providers) 
has  seemingly  ignored  the  negative  consequences  of  government  assistance 
on  the  development  of  a  robust  free  market.  Several  Russian  academics,  for 
example,  confronted  with  the  collapse  of  the  Soviet  Union's  educational 
system,  took  the  bold  leap  into  entrepreneurship  by  starting  their  own 
businesses  in  Moscow.  They  did  well  initially,  making  a  profit  by  providing 
planning  and  architectural  services  to  regional  and  local  governments — until 
Western  assistance  entered  the  picture.  Now,  USAID  and  the  World  Bank 
provide  foreign  consultants  to  perform  the  same  services  at  little  or  no  cost 
to  regional  governments,  driving  these  Russian  entrepreneurs  out  of  businessr 
What  sort  of  "market"  is  it,  they  demanded  to  know,  when  private  firms 
must  compete  with  consultants  who  are  100  percent  subsidized  by  foreign 
government  (or  multilateral)  agencies?'"  Perverse  as  this  outcome  may 
seem,  it  gets  still  worse,  as  private  NIS  firms  are  then  forced  to  choose 
between  producing  for  the  market  or  working  for  foreign  assistance  dollars. 

United  States  assistance  to  Russia  has  been  further  compromised  by  the 
tendency  of  USAID  programs  to  fund  Russians  who  look,  act,  and  speak  like 
Westerners.  This  self-selection  has  created  a  cohort  of  NIS  aid  recipients 
who  are  the  "poster  children"  of  the  transition:  fashionably  attired  English- 
speakers  (often  fluent),  with  a  surpassing  knowledge  of  the  assistance 
vernacular.  Residence  abroad  and  experience  in  international  travel  are  also 
important  features  of  members  of  this  group,  as  they  "show"  much  better  as 
examples  of  program  success  on  their  numerous  sojourns  to  the  United 
States.  This  is  superb  for  presentational  purposes  in  America  but,  as  anyone 
who  has  spent  time  understanding  Russia  soon  realizes,  these  privileged 
individuals  have  little  in  common  with  the  ordinary  Russians  who  should  be 
the  real  targets  of  a  serious  assistance  program. 

More  importantly,  this  preference  for  selecting  people  who  "look  like 
us"  severely  reduces  the  potential  benefits  of  aid  programs  by  reinforcing  the 
fundamental  division  in  Russian  national  identity  between  "Westerners"  on 
the  one  hand,  and  "traditionalists"  on  the  other  hand.'^  Beyond  their  greater 
suspicion  of  Western  motives,  members  of  the  latter  category  are 
distinguished  by  preference  for  Russia  and  its  culture  relative  to  any 
European  alternative.  In  our  desire  to  transform  Russia,  we  have  mistakenly 
equated  the  former  with  "pro-reform"  and  the  latter  with  "anti-reform" 
positions,  making  it  virtually  impossible  to  conceive  of  a  pro-reform  Russian 
nationalist.  USAID's  activities  have  faithfully  reflected  this  division  by 
promoting  recipients  from  the  "Westerner"  group,  producing  three  negative 
results:  ( 1 )  Western-orientated  Russians,  by  virtue  of  their  affiliation  with 
the  West,  have  little  need  to  be  persuaded  of  the  benefits  of  reform,  and 
usually  possess  the  ability  to  find  alternative  sources  of  funding  for  their 
activities;  (2)  Russians  of  a  non-Western  bent  yet  interested  in  reforming 
their  country  are  frequently  overlooked,  giving  them  good  reason  to  despair 
of  American  assistance  and  the  values  it  aspires  to  promote;  and,  (3)  The 
few  promising  "traditionalist"  aid  recipients  are  forced  to  choose  between 
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embracing  reform  (thereby  alienating  themselves  from  their  own  society),  or 
withdrawing  from  association  with  the  West. 

Finally,  in  the  wake  of  the  Cold  War,  USAID  personnel  have  slipped 
into  an  illusory  "same  team"  mentality,  where  basic  contradictions  and 
enmities  between  social  groups  and  different  societies  have  either 
disappeared,  or  can  be  set  right  with  liberal  doses  of  dialogue.  But  the 
insecurity  that  inevitably  follows  collapse  has  made  social  relations  in  the 
NIS  more  sensitive,  rather  than  less,  leaving  objectivity  and  impartiality  as 
little  more  than  ambitious  hopes  for  the  future.  The  decision  to  bring  foreign 
nationals  into  an  AID  mission  may  be  perfectly  sensible  from  a  practical 
point  of  view,  but  it  overlooks  the  intense  competition  taking  place  within 
(he  NIS  for  U.S.  assistance. 

A  position  in  the  AID  mission  gives  a  foreign  national  power  (perhaps 
more  than  might  appear  to  be  the  case)  to  affect  the  selection  and 
evaluation  of  organizations.  In  January  1995,  for  example,  a  Russian 
national  working  in  USAID  Moscow  used  his  position  in  an  attempt  to 
persuade  USAID  Washington  to  transfer  program  control  in  an  institutional 
partnership  from  the  American  to  the  Russian  organization.  Later  in  the  year, 
USAID    Moscow    personnel    had    difficulty    understanding     why    Russian 

political  parties,  funded  in  part    

by      an      AID     program      for 

building  independent  political    "The  principal  cause  of  [AID's] 
organizations,   balked   at    the  failure  to  achieve  significant  and 
prospect  of  being  evaluated  by    durable  results  ...can  be  found  in 
a  member  of  Prime  Minister    Us  striking  resemblance  to  the  very 
Viktor    Chernomyrdin  s    Nash                                 .  ^  .     ,.,    ,.         ,, 
Dom  Rossixa  party,  who  re-   same  communist  institutions  the 
quested  access  to  the  organi-   assistance  was  designed  to  replace." 
zations'  membership  lists. ^"  


What  explains  this  surprising  naivete  regarding  the  motives  and 
intentions  of  foreign  nationals  within  AID  missions?  One  factor  certainly 
stand*  out:  in  all  of  their  contacts  with  foreign  nationals,  USAID  staff  have 
behaved  as  if  they  are  working  with  people  in  an  environment  that  has 
already  completed  its  transition  to  civil  society.  This  creates  a  false 
perception — perhaps  politically  necessary  to  put  a  good  face  onto  an 
assistance  misadventure — of  foreign  aid  having  powerfully  supported  the 
post-Soviet  transition.  Reality  is  far  more  sobering,  for  the  end  of 
communism  only  began  the  long  and  difficult  process  of  transition;  old 
attitudes  and  institutions  remain  to  challenge  those  who  presume  to  change 
Russia  overnight.  That  USAID  vvas  unprepared  for  this  eventuality 
guaranteed  it  would  sow  a  legacy  of  disappomtment  in  the  NIS. 

Russia  in  1996  is  moving  away  from  Western  values,  absorbing  the 
institutions  associated  with  capitalism  and  democracy  into  its  own,  unique 
brand  of  parliamentary  byzantium.  USAID's  failure  to  cultivate  links  with 
reform-orientated  "traditionalists"  has  made  it  painfully  clear  that  America 
is  poorly  positioned  to  develop  durable  ties  within  a  post- Yeltsin 
government.  In  this  respect,  given  the  importance  of  the  U.S. -Russian 
relationship,  USAID  has  harmed,  rather  than  helped,  America's  national 
interests  in  this  crucial  part  of  the  world. 
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Bureaucratic  Pathologies:  Structure,  Personnel,  and  Practices 

The  principal  cause  of  the  Agency  for  International  Development's  failure  to 
achieve  significant  and  durable  results  in  keeping  with  the  objectives  of 
American  foreign  policy  can  be  found  in  its  striking  resemblance  to  the  very 
same  communist  institutions  the  assistance  was  designed  to  replace.  More 
precisely,  USAID  is  America's  Gosplan:  a  large,  ponderous,  overly- 
demanding,  and  somewhat  dim  bureaucracy,  whose  strength  rests  on  its 
ability  to  reward  those  willing  to  put  up  with  its  directives.  This  is  more 
clearly  reflected  through  an  examination  of  three  intertwined  elements  of 
organizational  performance:  ideology,  personnel  recruitment,  and  organi- 
zational practices. 

Ideology 

The  Agency  for  International  Development's  creation  in  1961  coincided  with 
an  era  when  state-led  development  appeared  to  be  the  only  means  by  which 
newly  independent  countries  could  make  the  breakthrough  to  sustainable 
economic  growth.  This  proved  a  decisive  factor  in  imbuing  the  new  agency 
with  a  mission  for  government-led  assistance  programs.  The  realities  of 
bureaucratic  politics  coincided  with  the  period  of  USAID's  creation  to 
produce  an  organization  that  laid  claim  to  the  abstract  specialty  of 
"development."  This  seemed  a  sound  choice,  for  optimism  prevailed  in  the 
1960s  that  a  comprehensive  understanding  of  the  process  of  social  and 
economic  development  was  within  our  grasp. 

It  is  surprising,  however,  that  little  attention  has  been  paid  to  the  fact 
that  Western  theories  of  social  development  were  not  simply  the  products  of 
scholarly  reflection,  but  emerged  in  part  out  of  a  need  for  the  United  States 
to  respond  to  the  popularity  of  Marxist-Leninist  ideology  among  post- 
colonial  societies.  To  a  world  of  states  in  Africa  and  Asia  emerging  from 
colonial  rule  and  facing  the  challenges  of  ethnic  conflict  and  economic 
development,  communist  ideology  offered  a  seductive  vision  of  Soviet 
success.  America  countered  this  ideological  attack  with  its  own  variant  of 
non-communist  development  theory,  and  even  offered  its  generous 
assistance — spearheaded  by  USAID — to  states  embracing  its  vision  of  social 
progress. 

USAID  was  therefore  a  creation  of  the  Cold  War — the  institutional 
embodiment  of  U.S.  -Soviet  rivalry  in  the  developing  world.  But  the  Cold 
War  is  now  gone,  and  the  enthusiasm  for  placing  societies  under  the  lamp  of 
universal  social  processes  has  lost  its  allure  in  recent  decades,  replaced 
instead  by  a  greater  appreciation  for  the  role  of  cultural  variables  in  the 
development  process.  The  dynamic  of  history  has  moved  beyond  the  Cold 
War,  provoking  a  serious  crisis  within  USAID  because  it  must  now — in  the 
absence  of  the  conditions  that  justified  its  existence — dispense  with  a 
"pure"  development  ideology  and  undertake  the  corresponding  personnel  and 
institutional  changes.  This  effectively  entails  the  elimination  of  the  agency, 
so  it  is  highly  unlikely  to  choose  this  course  without  the  intervention  of 
either  Congress  or  the  president.  Instead,  USAID  has  elected — in  the  grand 
tradition  of  every  bureaucracy  seeking  to  survive  beyond  its  mandate — to 
undertake  minimal  reform  and  hope  to  weather  the  storm  of  criticism  that 
presently  surrounds  it.  This  result  is  indeed  perverse:  the  effort  to  move  NIS 
states  in  the  direction  of  free-market  democracy  is  being  implemented  in  the 
most  inefficient,  heavy-handed  fashion  by  a  bureaucratic  relic  of  the  Cold 
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War.  The  significance  of  this  is  not  lost  on  Russians  and  citizens  of  other 
NIS  states.^' 

Personnel 

The  unique  development  ethos  of  USAID  also  manifested  itself  in  a  second 
problem  area:  personnel  recruitment.  The  number  of  AID  cadres — 
approximately  10,600 — is  staggering  for  a  bureaucracy  that  touts  its  small 
budget  and  certainly  suggests  inefficient  use  of  personnel.  And  this  figure 
does  not  include  an  additional  10,000  workers  who  are  indirectly  employed 
by  USAID  through  the  dense  network  of  contractors  and  subcontractors 
concentrated  largely  in  the  Washington  area.'^  More  importantly,  staff  in  the 
Washington  office  are  virtually  impossible  to  get  hold  of,  except  for  regular 
consumers  of  AID  funds,  making  entry  into  the  world  of  assistance 
prohibitive  for  many  promising  organizations.  Personnel  at  overseas  posts, 
particularly  in  the  NIS,  present  much  the  same  picture:  staff  are  in 
abundance  (in  1995,  there  were  more  than  350  staff  in  AID's  Moscow 
mission  alone),  yet  they  are  remarkably  difficult  to  reach,  even  for 
prospective  recipients  of  assistance."  Why  is  the  staff  so  large,  and  why  are 
they  typically  unable  to  provide  useful  assistance  or  advice? 

Part  of  the  answer  certainly  comes  from  the  inordinately  high  number  of 
political  appointees  in  USAID,  which,  as  a  percentage  of  total  staff,  is 
among  the  highest  of  any  agency  within  the  U.S.  government.  But  most  of 
the  problem  stems  from  the  persistence  of  yet  another  artifact  of  a  bygone 
era,  the  "career  development  officer."  In  keeping  with  an  ideology  that 
stressed   the   abstract,    global    nature    of  social,    political,    and    economic 

development,    USAID    has    re-    

cruited  individuals  with  exper- 


tise  in  the    science    of  devel-  "In  sum,  USAID's  effort  was 

opment.   Unswerving  faith  that  carried  out  by  people  who  Jor  the 
history  would  soon  wash  away  ^      _,  •  .«    r    vi. 

.,        .  A  A- .■    .■       1  most  part,  were  Ignorant  of  either 

the  unique  and  distinctive  ele-      ,     ,  ,  , 

ments  of  cultures  to  reveal  the    ^"^  language  or  the  culture  (or  both) 
universal  processes    of  devel-    of  the  society  they  came  to  help." 

opment    permitted    USAID    to 

push   aside    area    specialists — 

perceived    as    rank   amateurs    in   diagnosing    the    development    needs    of 

individual  societies — in  favor  of  individuals  focusing  on  aspects   of  social 

progress  that  supposedly  mattered.  A  small  army  of  development  specialists 

thus  entered  the  U.S.  civil  service  and  the  "career  AID  officer"  became   a 

permanent  fixture  in  the  government  bureaucracy. 

But  just  as  communist  ideology  mistakenly  maintained  that  cultural 
distinctiveness  and  ethnic  identity — mere  superstructure — were  irrelevant  for 
understanding  and  assisting  developing  communities,  so  development  theory 
soon  floundered  on  the  growing  realization  that  economic  and  political 
progress  can  succeed  only  in  the  presence  of  an  appreciation  of  the  specific 
cultural  setting.  This  was  brought  home  even  more  forcefully  in  the  NIS,  as 
the  problem  here  was  transition  from  communism,  as  much  as  it  was 
development.  USAID,  however,  proceeded  undaunted,  substituting 
"transition"  for  "development,"  and  sending  field  officers  from  Latin 
America,  Africa,  and  Asia  into  the  black  hole  of  the  post-Soviet  Union.  In 
"jum.  US  aid's  effort  was  carried  out  hv  people  who.  for  the  most  part,  were 
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ignorant  of  either  the  language  or  the  culture  (or  both)  of  the  society  they 
came  to  help."'* 

The  explanation  for  this  state  of  affairs  is  simple:  agency  staff  were  a 
product  of  the  one  entity  that  had  remained  unchanged  since  before  the  end 
of  the  Cold  War — the  AID  bureaucracy.  Mere  reform  of  USAID  practices 
would  be  insufficient  to  restore  a  U.S.  assistance  program  on  secure  footing, 
for  agency  culture  and  recruitment  practices  persistently  select  individuals 
whose  skills  are  of  limited  value  in  the  post-Soviet  era. 

For  all  of  this,  one  would  expect  USAID  personnel  to  maintain  a  low 
profile  and  respond  to  criticisms  by  seeking  opportunities  to  work  with  other 
agencies  and  firms  that  can  remedy  their  weaknesses.  In  fact,  the  opposite  is 
more  nearly  the  case.  USAID  constantly  complains  that  congressional 
"earmarks"  and  excessive  oversight  have  reduced  its  flexibility  and  ability 
to  respond  to  crises  in  the  world.  Yet,  in  reality,  USAID  has  no  greater 
restraints  placed  upon  it  than  any  other  agency  in  the  federal  government. 
Most  surprising,  however,  is  the  manner  in  which  USAID  disdains  any  other 
agency  in  the  government  that  presumes  to  take  on  the  weighty  mantle  of 
development  responsibilities.  AID  Deputy  Administrator  Thomas  Dine  has 
publicly  praised  the  efforts  of  Vice  President  AI  Gore,  affirming  his  belief 
that  "the  semiannual  Gore-Chernomyrdin  Commission  (GCC)  summits  best 
illustrate  how  effectively  the  U.S.  government  can  pull  together  to  present  a 
united  front  on  .  .  .  key  issues  in  our  national  interest.""  But  he  is  perhaps 
unaware  that  some  parts  of  the  agency  look  with  contempt  on  the  efforts  of 
the  GCC  as  amateurish  intrusion  into  "their"  territory.  In  mid- 1994,  for 
example,  the  Gore-Chernomyrdin  Commission  was  the  venue  through  which 
the  Russian  government  expressed  the  strong  desire  to  focus  on  health  care 
reform.  Six  months  later,  this  finally  percolated  through  the  USAID 
bureaucracy  at  a  staff  meeting  of  the  agency's  health  care  section.  The  head 
of  the  health  care  section  of  USAID's  Russia  bureau  laughed  at  this 
suggestion  being  taken  seriously,  adding  that  "we'll  find  a  way  to  torpedo 
that,"  referring  to  the  U.S.  vice  president's  commission. ^^ 

Focusing  only  on  AID  staff  is  too  narrow,  for  it  overlooks  the  growth  of  a 
much  broader  "assistance  community"  dependent  upon  established  practices 
within  the  agency.  Each  contractor,  be  it  another  government  agency  or  a 
private  firm,  must  have  its  own  cadres  to  manage  relations  with  AID.  These 
individuals,  who  write  the  AID  grant  proposals,  harvest  them,  and 
subsequently  manage  them  in  tandem  with  USAID  staff,  are  often  the  most 
prized  individuals  in  an  organization.  AID  is  merely  the  tip  of  the  much 
larger  assistance  community,  in  which  the  central  positions  are  not  those 
charged  with  maximizing  program  effectiveness  in  a  foreign  culture,  but 
those  most  skilled  at  interacting  with  AID.  Not  surprisingly,  these  key 
positions  in  the  private  sector  are  held  by  former  USAID  program  officers, 
whose  chief  value  to  contractors  is  their  knowledge  of  the  intricate  AID 
bureaucracy.  Hence.  USAID  personnel  fan  out  into  the  private  sector, 
blurring  the  distinction  between  public  and  private  in  a  manner  not  unlike 
the  fictitious  division  between  Communist  Party  and  government  officials  in 
the  Soviet  Union.  Consequently,  funds  move  from  one  organization  to 
another  but,  in  reality,  AID  is  engaged  in  a  dialogue  with  itself 

Organizational  Structure  and  Administrative  Practice 

The   structure   and   procedures   for  grant  administration    created    by    these 
conditions  resemble  a  waterfall  where  funds  cascade  down  from  USAID  in 
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multi-million  dollar  grants  to  contractors  who  then  either  divide  the  money 
into  smaller  sums  and  parcel  them  out  to  subcontractors,  or  work  directly 
with  NIS  government  ministries.  At  the  bottom  of  this  cascade  stand  the  NIS 
organizations  that  collaborate  with  U.S.  grant  recipients.  Situated  throughout 
this  structure  are  former  AID  employees,  guiding  the  flow  of  funds  into  what 
are  by  now  well-established  channels.  This  multi-tiered  funding  structure 
requires  resources  simply  to  sustain  itself,  so  it  is  not  surprising  that  the 
largest  portion  of  USAID  grants  are  consumed  by  contractors  and 
subcontractors  alike  as  each  establishes  its  own  redundant  network  of  in- 
country  representation." 

But  this  is  only  part  of  the  picture;  for  USAID,  like  its  unwieldy  socialist 
counterpart,  reserves  to  itself  the  right  of  final  approval  for  every  grant,  no 
matter  how  small  and  regardless  of  whether  it  has  already  been  approved  by 
authorized  contractors.  Funding  recipients  at  the  bottom  of  this  cascade-like 
structure,  like  salmon  swimming  back  upstream  to  spawn,  must  therefore  go 
through  the  tedious  process  of  obtaining  approval  for  their  project  at  every 
level,  all  the  way  back  to  USAID.  The  result  is  a  fastidious  and  mind- 
numbing  process  that  is  strikingly  similar  to  the  Soviet  bureaucracy.  One 
Russian  organization,  whose  application  was  actively  solicited  by  an 
ARD/Checchi  subcontractor  for  USAID's  Rule  of  Law  Program  in  Russia, 
found  that  the  grant  approval  process  took  more  than  a  year,  during  which 
time  this  request  was  progressively  reduced  from  $60,000  to  $10,000. 
Ultimately,  USAID  Moscow  rejected  even  this  modest  amount.  The  organi- 
zation's director — a  reformer  to  the  core — was  so  disillusioned  that  he 
vowed  never  to  deal  with  U.S.  funds  again.'*  And  who  can  blame  him?  The 
textbook  example  illustrating  the  difference  between  the  Soviet  Union  and 
America  was  that  in  the  former,  far-flung  regions  had  to  receive  approval 
from  Moscow  for  even  the  smallest  purchases.  USAID,  it  seems,  has  taken  a 
page  from  Soviet  history  in  its  assistance  practices. 

Nowhere  is  the  negative  impact  of  USAID's  structure  and  personnel 
more  apparent  than  in  the  two  crucial  areas  of  grant  administration  and 
evaluation.  Assistance  is  effective  only  through  the  impartial  selection  of 
projects  with  greatest  promise  for  advancing  American  goals.  Program 
evaluation,  on  the  other  hand,  should  be  able  to  separate  successful 
programs  from  failures,  while  providing  useful  information  for  making  better 
choices  in  the  future.  This  is  rarely  the  case  in  USAID;  instead, 
administration  and  evaluation  are  structured  to  reward  familiar  faces  rather 
than  good  ideas.  The  predictable  grant  winners  are  major  organizations  with 
an  established  track  record  of  winning  grants  from,  and  a  proven  institutional 
capacity  for  dealing  with,  USAID.'^  Hence,  the  agency's  awardees  look 
more  like  a  list  of  the  Fortune  500  than  any  serious  effort  to  transform  the 
NIS:  KPMG  Peat  Marwick,  Burson-Marseller,  JP  Morgan,  Coopers  & 
Lybrand,  Bechtel,  Price  Waterhouse,  Deloitte  &.  Touche,  The  Academy  for 
Educational  Development,  and  so  forth. 

USAID  complicates  the  application  process,  typically  providing  less 
than  thirty  days  for  prospective  applicants  to  respond  to  its  hastily-written 
Requests  for  Proposals  (RFP).^"  This  places  extraordinary  demands  on  the 
normally  time-consuming  process  of  grant-writing  and  contract  negotiation, 
giving  firms  with  a  large  pool  of  grantwriters  and  support  staff  a  powerful 
advantage  over  smaller  organizations,  even  though  the  latter  are  often  far 
more  flexible  and  competitive  in  the  harsh  environment  of  the  NIS. 
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Smaller  firms  occasionally  receive  awards  from  USAID,  but  such 
successes  come  by  diversion  of  all  energy  and  resources  into  securing  the 
grant,  leaving  little  possibility  of  developing  effective  in-country  operations. 
This  results  in  a  lengthy  hiatus  between  the  time  contractors  "break  into" 
the  AID  bank,  and  the  actual  start-up  of  programs  in  the  field.  Given  this 
pattern,  small  programs  with  extensive  knowledge  of  and  experience  in  the 
former  Soviet  Union  are  at  a  strong  disadvantage  in  the  chase  for  funds  if 
they  choose  to  stick  to  what  they  know  best  and  the  NIS  needs  most.  The 
Transnational  Institute  in  Vermont,  for  example,  rarely  possessed  a  staff 
larger  than  three  or  four  people,  yet  the  institute  proved  highly  effective  in 
running  numerous  education   and  training   programs  in   the   former  Soviet 

Union.  But  the  grants  USAID  doled 

out  required  far  more  time,  energy, 

". . .  AID  allocates  monies  prior  and  personnel  to  deal  with  the  AID 
to  developing  a  clear  conception  bureaucracy  than  the  Transnational 
of  program  objectives  and  the         Institute   could   muster,   leaving    it 

particulars  of  implementation."  ""t^"  ^°  ^"""^^^'^  ^*^^^^^  "^Z' 
^  -f       ^  moth     assistance     providers     who 

routinely   puUed    in    hefty    awards. 

Despite  its  notable  accomplishments  in  Russia,  the  Transnational  Institute 
failed  to  secure  sufficient  funding  and  ceased  operations,  a  fate  its  larger 
competitors  need  never  fear." 

To  add  insult  to  injury,  USAID  has  a  penchant  for  running  "closed" 
competitions,  where  it  preselects  a  short-list  of  organizations  to  receive 
RFPs,  effectively  eliminating  any  chance  of  a  fair  and  open  competition  for 
the  best  possible  program.  In  the  area  of  NIS  health  care  reform,  for 
example,  USAID  recently  approached  three  organizations  and  solicited  their 
applications  for  a  $7.7  million  RFP.  Two  of  these  potential  contractors 
responded  favorably,  but  when  word  of  the  closed  competition  leaked  out, 
other  prospective  health  care  organizations  cried  foul.  USAID  now 
confronted  the  delicate  problem  of  cancelling  a  closed  (read:  unfair) 
competition  it  had  initiated  without  facing  still  further  protests.  The  quandary 
was  resolved  by  straightforward,  if  awkward,  means;  each  of  the  original 
applicants  that  responded  favorably  was  paid  $500,000,  apparently  for  little 
more  than  their  initial  expression  of  interest,  clearing  the  way  for  a  second, 
open,  competition.-'^ 

Conceivably,  closed  competitions  are  defensible  as  a  means  of  reaching 
specialized  assistance  providers  with  a  minimum  of  bureaucracy.  Given 
USAID' s  studied  ignorance  of  the  NIS,  however,  this  argument  hits  a  serious 
obstacle:  How  can  an  organization  with  little  knowledge  of  the  target 
regions,  their  languages  and  cultures,  or  the  critical  problems  faced  in  those 
societies,  preselect  a  short-list  of  potential  contractors?  In  the  absence  of 
expertise,  familiarity  is  AID's  sole  criterion,  as  it  doles  out  NIS  assistance 
contracts  to  long-time  assistance  providers  who  have  quickly  retooled 
themselves  for  service  in  the  post-communist  world." 

The  ability  to  develop  effective  programs  is  hampered  by  the 
unfortunate  tendency  of  USAID  to  leap  before  it  looks  into  the  business  of 
awarding  multi-million  dollar  contracts.  Consequently,  AID  allocates  monies 
prior  to  developing  a  clear  conception  of  program  objectives  and  the 
particulars  of  implementation.  Especially  in  the  early  years  of  the  NIS 
assistance  effort,  this  was  reflected  in  AID's  extensive  use  of  Indefinite 
Quantity  Contracts  (IQCs),  which  allowed  for  the  rapid  disbursal  of  funds, 
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yet  left  project  details  to  be  determined  after  the  fact  by  AID  officials 
working  in  conjunction  with  contractors  and  in-country  NIS  organizations. "'■* 
In  these  circumstances,  policy  guidance  simply  evaporates,  as  USAID 
becomes  dependent  upon  familiar  contractors  who,  lacking  any  experience 
in  the  NIS,  have  precious  little  inspiration  to  offer.  But  if  USAID  is 
responsible  neither  for  policy  formulation  nor  for  its  implementation,  it 
becomes  increasingly  difficult  to  see  precisely  what  purpose  it  has  for 
existence,  other  than  to  assure  that  the  flow  of  assistance  funds  to  domestic 
contractors  continues  as  in  the  past. 

Large  blocks  of  money  were  also  preferred  to  smaller  amounts  as  this 
helped  fulfill  AID's  bureaucratic  need  to  expend  funds  in  advance  of  budget 
deadlines.  But  if  it  had  failed  to  develop  a  strategic  conception  for  the 
distribution  of  assistance,  what  criteria  did  USAID  employ  to  award  these 
"omnibus"  IQCs?  Clearly,  the  touchstone  for  receipt  of  funds  was  familiarity 
with  AID  staff  and  practices,  for  no  standards  yet  existed  to  assess  the 
effectiveness  and  creativity  of  competing  proposals.  The  imperative  of 
consuming  as  much  funding  as  possible  while  satisfying  the  daunting 
accounting  requirements  also  left  smaller  American  entrants  at  a  decisive 
disadvantage  compared  to  their  Fortune  500  counterparts. 

One  example  of  dispensing  money  prior  to  developing  a  carefully 
thought-out  plan  for  achieving  assistance  goals  is  USAID's  Rule  of  Law 
Project,  a  hefty  $100  million  that  was  divided  among  four  regional  areas  of 
the  NIS:  (I)  the  Russian  Federation;  (2)  Ukraine,  Belarus,  and  Moldova;  (3) 
Central  Asia;  and,  (4)  the  Transcaucasus.  Rule  of  law  is  unquestionably  a 
key  element  in  sustaining  the  development  of  civil  society,  but  USAID's 
approach — to  the  extent  that  one  could  be  said  to  exist — made  little  sense. 

First,  the  competition  for  these  four  programs  transpired,  as  expected,  in 
the  final  two  months  of  the  fiscal  year,  giving  the  advantage  to  firms  that 
were  familiar  with  the  mechanics  of  submitting  proposals  to  USAID. 
Predictably,  the  big  winners  in  the  Rule  of  Law  competition — ARD/Checchi 
and  Chemonics — were  familiar  faces  at  the  USAID  trough,  with  seasoned 
agency  veterans  on  staff. 

Second,  USAID's  concern  to  showcase  positive  results  to  the  U.S. 
Congress  led  them  to  demand  that  each  applicant  include  a  "quick-start" 
activity  that  would  produce  results  in  sixty  days.  This  was  simply 
unreasonable:  most  of  the  Soviet  Union  had  never  in  its  history  experienced 
anything  like  the  rule  of  law,  and  U.S.  contractors  were  now  being  asked  by 
USAID  to  produce  in  two  months  what  all  of  human  history  had  as  yet  failed 
to  bring  to  former  Soviet  lands. ""^ 

Finally,  USAID  officials  simply  misunderstood  the  relationship  between 
formal  institutions  and  civil  society:  successful  legal  and  political 
institutions  are  preceded  by  the  development  of  a  culture  of  respect  for  the 
law  and  democratic  structures.  Yet  USAID  supported  creating  jury  trials, 
party  systems,  the  transplantation  of  civil  and  commercial  codes,  and  the 
drafting  of  constitutions  in  countries  completely  lacking  in  a  social  base  to 
support  these  elements  of  civil  society.  Contractors,  forced  to  respond  to  the 
political  pressures  felt  by  USAID,  were  in  no  position  to  provide  proposals 
that  explored  the  tougher  route  of  building  a  civic  culture.  From  USAID's 
perspective,  building  a  courtroom  in  less  than  two  months  time  was  more 
useful  than  a  lengthy  program  designed  to  foster  community  values 
supportive  of  democratic  institutions. 
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In  another  instance,  USAID  awarded  $44  million — with  the  expectation 
of  later  adding  an  additional  $30  million — to  Abt  Associates  for  a  project 
designed  to  reform  Russia'  health  care  system.  Given  the  disastrous  state  of 
Russia's  health,  no  project  could  prove  of  greater  benefit  and  raise 
America's  profile  in  the  NIS  than  a  successful  effort  to  improve  the  life 
expectancy  of  ordinary  Russians.  The  problem,  however,  was  that  USAID 
rejected  the  inclusion  of  clinicians  and  area  specialists.  As  a  result,  the 
program  was  developed  and  implemented  by  individuals  who  were  both 
medically  and  culturally  ignorant  of  the  conditions  they  confronted.  Once 
again,  the  burden  fell  upon  the  contractor,  Abt  Associates,  to  redress  these 
defects  in  the  original  RFP,  yet  they  were  slowed  and  ultimately  stymied  by 
the  interference  of  USAID  personnel  in  program  administration.  Abt's 
activities — as  well  as  the  entire  health  care  reform  project — eventually 
ground  to  a  halt.^^ 

The  consequences  of  USAID' s  ignorance  manifested  themselves  in  a 
somewhat  different  manner  in  the  area  of  civil  service  reform.  As  with  health 
care,  civil  service  development  is  crucial  for  the  creation  of  a  rational  state 
in  post-Soviet  Russia.  In  the  absence  of  trained  government  servants,  the 
new  Russian  state  will  ultimately  come  to  rely  upon  the  communist  officials 
of  the  old  regime  and  the  culture  of  arbitrary,  centralized  government  will 
remain  imbedded  within  the  new  Russian  state.  The  Economic  Development 
Institute  of  the  World  Bank  attempted  to  pursue  this  important  avenue  of 
reform  with  limited  funds,  only  to  find  the  Russian  side  mired  in  confusion 
and  controversy.  Not  so  USAID  Moscow,  which  had  expressed  a  strong 
interest  in  this  area  to  members  of  the  Russian  presidential  administration 
responsible  for  civil  service  matters.  Russian  officials  explained  that  USAID 
wanted  to  provide  support  for  their  activities  devoted  to  developing  a  civil 
service.  And  what  was  the  Russian  side's  proposed  program?  Surprisingly, 
they  had  none,  only  the  suggestion  to  fund  several  vague  seminars  to  be 
conducted  by  political  appointees  in  the  U.S.  administration.  Russian 
officials  appeared  to  realize  that  there  was  no  program  structure  and  no 
definition  of  goals  on  USAID's  part;  they  only  had  to  find  the  right  way  to 
approach,  and  support  would  materialize." 

USAID  programs  that  succeed  in  articulating  some  specificity  are 
pervaded  by  a  quite  different  problem:  the  agency's  penchant  for 
micromanaging  programs  long  after  they  have  already  formally  awarded 
funding  to  a  contractor  or  subcontractor.  This  derives  from  the  multi-tiered 
funding  structure  spawned  by  USAID  within  the  assistance  community  and, 
to  a  considerable  degree,  reflects  USAID's  own  lack  of  confidence  about  the 
funding  decisions  it  has  made.  In  the  Kennan  Institute's  ill-fated  institutional 
partnership,  for  example,  USAID  Moscow  simply  could  not  resist  querying 
virtually  every  proposed  spending  decision,  no  matter  how  small.  USAID 
Moscow  even  considered  the  assurances  on  program  integrity  it  received 
from  the  partnership  contractor,  IREX,  to  be  insufficient,  and  it  demanded  a 
detailed,  written  memorandum  of  understanding  between  the  Kennan 
Institute  and  its  Russian  partner,  the  Moscow  School  of  Political  Studies. 
Amazingly,  this  even  included  decisions  about  program  content,  yet  who  in 
USAID  Moscow  was  qualified  to  make  choices  about  educational  programs, 
especially  after  this  authority  had  ostensibly  been  handed  over  to  the  two 
partners,  each  of  which  USAID  had  already  given  high  marks?^* 

Countless  other  contractors  experienced  the  same  debilitating 
micromanagement    on  the   part  of  USAID.  ARD/Checchi's   Rule   of  Law 
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program,  for  all  of  its  own  flaws,  still  had  to  contend  with  a  USAID  Moscow 
staff  that  insisted  on  signing  off  on  every  financial  and  program  decision  it 
made — with  negative  consequences.  The  Rule  of  Law  Small  Grants 
Program,  for  example,  was  forced  to  await  USAID  Moscow's  verdict  on 
grants  of  $10,000  or  less.""^  Not  only  was  this  cumbersome,  USAID's 
customary  tardiness  substantially  delayed  the  process,  to  the  irritation  of  NIS 
organizations  dependent  on  receipt  of  those  funds. 

Abt  Associates  evidently  encountered  similar  difficulties  in  its 
administration  of  health  care  programs.  This  program  was  concentrated  in 
several  regions  of  Russia,  and  interestingly,  these  regions  farther  away  from 
Moscow  encountered  fewer  difficulties  in  dealing  with  USAID  than  those 
closer  to  the  Russian  capital. 

This  is  not  to  imply  that  supervision  or  oversight  of  programs  should  be 
dispensed  with  entirely;  rather,  the  existing  procedures  are  so  overbearing 
and  time-consuming,  both  in  selection  and  subsequent  administration,  that 
USAID  often  substantially  degrades  the  potential  of  promising  programs. 
There  are  highly  successful  programs  that  have  received  USAID  funding  but, 
consistent  with  the  evidence  presented  here,  they  are  the  lucky  ones  that 
have  managed  to  keep  USAID  procedures  at  arms-length  from  their 
activities. 

The  combination  of  multi-million  dollar  grants  with  little  time  to  prepare 
has  led  to  another  common  USAID  practice  that  may  also  involve  the 
connivance  of  major  contractors.  In  order  to  demonstrate  the  capacity  to 
disburse  program  funds  effectively  to  dozens  of  subcontractors,  applications 
for  funding  typically  bristle  with  name  upon  name  of  prestigious 
organizations,  firms,  or  individual  specialists  purportedly  affiliated  with  the 
proposed  request  for  funding.  These  lengthy  lists  also  ostensibly  demonstrate 
the  seriousness  of  purpose  and  able  resources  that  a  major  contractor 
proposes  to  make  use  of  in  implementing  programs.  Yet,  many  of  these 
organizations  or  individuals  are  never  contacted  again  by  the  successful 
contractor  following  the  receipt  of  funding.*'  This  is  either  a  sophisticated 
version  of  "bait-and-switch"  (in  which  high-profile  names  are  added  for 
appearance,  with  no  intention  of  employing  them  following  award  of  funds), 
or  it  reflects  the  impact  of  USAID's  tight  time  horizon  on  RFPs,  which 
forces  applicants  to  throw  in  proposed  subcontractors  before  anyone  can 
determine  what  each  of  them  will  do.  Whatever  the  reason  might  be,  it  is 
surprising  that  USAID's  penchant  for  micromanagement  does  not  allow  it  to 
catch  such  program  weaknesses. 

Of  course,  no  assistance  program  is  complete  without  a  serious 
evaluation  of  its  impact,  and  it  is  here  that  USAID  procedures  again  fall  far 
short  of  satisfactory."*'  Aid  to  the  NIS  was  predicated  on  the  goal  of 
socioeconomic  transition  to  civil  society,  so  the  best  evaluations  would  be 
conducted  by  specialists  in  those  sectors  assistance  was  designed  to  foster: 
entrepreneurs  should  examine  business  development  programs,  educators 
could  assess  curricular  development,  and  so  forth.  This  has  been  the 
exception  in  USAID  program  evaluations  for  several  reasons.  First,  agency 
culture  tends  toward  evaluations  that  assess  the  extent  to  which  existing 
administrative  procedures  have  been  followed,  rather  than  the  quality  of 
output. 

Second,  the  penchant  for  quantifying  results,  even  when  it  makes  little 
.sense  to  do  so.  leads  to  irrelevant  evaluations.  Which  is  more  of  a 
"success,"    a    program    that    brings    several    hundred    former    communist 
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apparatchiki  to  the  United  States  for  brief  visits  or  one  that  invests  in  a 
dozen  individuals  in-country  who  will  ultimately  make  substantial 
contributions  to  changing  their  society?  USAID,  citing  contact  hours,  change 
agents,  creation  of  networks,  and  other  concrete  measures,  will  invariably 
choose  the  former,  yet  it  is  the  latter  option  that  holds  greatest  promise. 
Selecting  the  smaller  program,  however,  requires  the  ability  to  gauge 
qualitatively  the  potential  of  individuals  in  their  cultural  setting,  something 
that  USAID  cannot  do  because  personnel  practices  weed  out  most  people 
with  area  knowledge.  Reinforcing  this  is  the  need  to  disburse  large  amounts 
of  money  quickly,  a  factor  that  militates  against  small,  carefully  crafted 
programs. 

The  preference  for  self-selection  is  a  third  feature  of  the  evaluation 
process,  which  manifests  itself  in  several  ways.  First,  applicants  are  invited 
to  construct  their  own  evaluation  mechanisms.  When  this  occurs,  it  is 
difficult  to  imagine  how  a  "bad"  outcome  could  ever  be  possible.  Second, 
USAID  personnel  are  permitted  to  craft  assistance  programs,  which  they  sub- 

sequently  evaluate   as  employ- 
ees  of  AID  contractors   in   the 

"Equally  unfortunate  has  been  the  private  sector.  This  is  fiendishly 
disappointment,  then  disgust,  of        ^'^^^'^'  ^^  "  P^o^'^^^  ^"  oPP«r- 

citizens  from  the  NIS  as  they  were  ^"";;y  ^^V'^^h  7^"'f'°"  f 

^         ,  1   wrn,^  w^  w®''  3S  individual  employees  to 

forced  to  watch  USAID  programs  benefit.  USAID  program  officers 

stumble  aimlessly  in  their  generate     RFPs     and     perhaps 

countries,  often  enriching  the  very  even  participate  in  the  launch- 

people  who  were  the  elite  in  the  i^g    of  a    project.    Once    the 

ancien  regime/'  Tri^'M-'  ''''^T^y^  !^7"^t'' 

°  AID    officers    have     left     the 

agency    and    have    often    been 

retained  by  private  contractors  who  then  win  the  grant  to  run  an  evaluation 
of  the  very  same  program.  In  reality,  the  AID  program  officer  has  put  on  a 
private  sector  hat  to  evaluate  his  own  proposal.  In  this  way,  USAID  awards 
evaluation  grants  so  that  the  programs  receive  favorable  evaluations,  the 
private  contractors  cement  good  working  relations  with  USAID,  and  the 
individuals  responsible  reap  personal  rewards.  Everybody  wins — except  for 
the  taxpayer,  who  still  cannot  determine  whether  his  money  was  well 
spent."*^ 

USAID  also  has  acquired  the  habit  of  exaggerating  its  impact  in  the 
world,  and  officials  often  claim  credit  for  the  most  sweeping  victories. 
USAID  Administrator  Brian  Atwood  urges  us  to  "consider  the  record"  of 
what  "the  American  foreign  aid  program  has  achieved"  in  recent  decades,  a 
list  that  includes,  among  other  accomplishments,  reduction  of  infant  and 
child  death  rates  by  more  than  50  percent,  increasing  life  expectancy  in  the 
developing  world  by  33  percent,  and  worldwide  eradication  of  smallpox.*^ 
Thomas  Dine's  recent  comments  reflect  a  more  balanced  appraisal  but  here, 
too,  USAID  is  credited  with  major  successes  in  the  task  of  systemic  reform: 
"changes  that  go  to  the  root  of  social  arrangements."''^  The  difficulty  is  that 
USAID  has  proved  unable  to  produce  measurable  criteria  by  which  to 
determine  "success,"  as  well  as  its  relative  contribution  to  assistance 
successes  when  several  organizations  participate.  More  importantly,  if 
USAID  is  eager  to  claim  credit  for  reform  in  the  NIS,  it  must  also  be 
prepared  to  accept  responsibility  for  failure — an  uncomfortable  position  to  be 
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in  as  Russia  moves  away  from  Western  institutions  and  the  reformers 
supported  by  the  West. 

Evaluating  USAID:  Something  Less  Than  Success 

USAID  is  a  troubled  agency,  with  weaknesses  and  flaws  in  its  institutional 
structure  that  are  beyond  repair.  Like  the  Soviet  institutions  that  share  so 
many  of  AID's  problems,  the  assistance  agency  must  take  its  own  medicine 
and  undergo  structural  reform  that  goes  to  the  root  of  the  ideas  and  prac-tices 

that  have  defined  it  for  more    

than  three   decades.    Indeed, 

failure  to  do  so  imperils  the  «, , ,  if  USAID  is  eager  to  claim  credit 
future  ability  of  the  United  far  reform  in  the  NIS,  it  must  also  be 
States      to     utilize      foreign   "^  -^     ,  ^  .  -r-f^  ^ 

assistance   in  support  of  its   prepared  to  accept  responsibility  for 
national  goals.  failure — an  uncomfortable  position  to 

Comparing  USAID  ideo-    be  in  as  Russia  moves  away  from 
logy,    personnel,     structure    Western  institutions  and  the 
and  practice  in  light  of  the   reformers  supported  by  the  West," 
five  criteria  presented  earlier 
reveals  the  extent  to  which 

the  United  States  needs  an  alternative  to  the  status  quo  in  foreign  assistance. 
USAID  cannot  possibly  aspire  to  possess  anything  approaching  a  lean  and 
competent  bureaucratic  structure;  changes  in  this  direction  will  cut  into  the 
flesh  of  the  agency:  staff  recruitment  and  administrative  practice.  More 
importantly,  the  existing  community  of  favored  contractors  would  have  a 
strong  incentive  to  prevent  such  an  occurrence.  Second,  USAID  is  a  study  in 
inaccessibility;  neither  American  contractors  nor  in-country  organizations 
stand  a  chance  of  penetrating  the  agency's  institutional  veneer  unless  they 
are  specifically  designated  (for  reasons  beyond  their  control)  as  deserving 
assistance  recipients. 

Third,  the  background  of  current  personnel,  as  well  as  prevailing 
recruitment  practices,  militates  against  selection  of  individuals  with  the  type 
of  area  expertise  that  can  make  programs  succeed  in  widely-varying  social 
and  cultural  conditions.  Fourth,  the  experience  of  the  past  four  years  in  the 
NIS  have  demonstrated  a  palpable  absence  of  strategic  vision.  Instead,  the 
assistance  program  has  been  largely  reflexive,  as  USAID  personnel  and 
practices  change  in  response  to  the  new  environment  they  must  confront 
both  here  and  abroad.  But  a  foreign  assistance  program  is  no  place  for  on- 
the-job  training,  particularly  when  the  United  States  possesses  the  human 
resources  that  could  have  anticipated  many  of  the  problems  that  eventually 
emerged.  Equally  unfortunate  has  been  the  disappointment,  then  disgust,  of 
citizens  from  the  NIS  as  they  were  forced  to  watch  USAID  programs  stumble 
aimlessly  in  their  countries,  often  enriching  the  very  people  who  were  the 
elite  in  the  ancien  regime.  And  who  can  blame  them?  Lost  opportunities  are 
perhaps  the  most  painful  legacy  of  the  USAID  experience  in  the  transition  to 
democracy. 

But  what  if,  despite  these  failings,  USAID  were  able  to  produce  a  strong 
performance  record?  Consistently  successful  programs  would  be  a  powerful 
argument  in  support  of  retaining  USAID,  perhaps  after  a  thoroughgoing 
reform.  Regrettably,  once  one  sets  aside  the  more  hyperbolic  claims  of  AID 
achievement  designed  primarily  to  impress  congressional  committees,  the 
"successes"  AID  officials  showcase  are  ephemeral  in  nature  or,  still  worse, 
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failures  in  the  NIS  setting.  USAID  is,  for  example,  "bullish"  on  Kazakhstan 
and  Russia,^''  yet  how  serious  can  this  claim  be  when  virtually  every  Central 
Asian  state — Kazakhstan  included — has  abolished  its  parliament  and 
created  constitutions  that  effectively  validate  personal  presidential  rule? 
How  will  Russians  who,  with  the  exception  of  those  resident  in  Moscow, 
have  watched  their  economy  and  quality  of  life  plummet  in  recent  years, 
respond  to  USAID' s  promotion  of  this  outcome  as  a  "success"?  Would  it  not 
be  better  for  U.S.  assistance  officials  to  be  working  on  efforts  to  restore 
productivity — and  real  wages — to  the  population?^^ 

Ukraine's  privatization  program,  supported  by  AID,  has  been  so  riddled 
with  problems  that  it  is  not  even  possible  to  claim  a  false  victory.  Despite 
spending  nearly  $67  million  on  privatization  in  the  past  year,  only  300  of 
Ukraine's  8,000  companies  have  been  sold.  America's  image  has  also  taken 
a  beating:  in  the  Donetsk  regional  privatization  center  (established  by  Price 
Waterhouse),  the  American  volunteer  hired  to  run  the  center  did  not  speak 
sufficient  Russian  or  Ukrainian,  nor  did  he  possess  requisite  practical 
experience  in  business  management  to  deal  with  his  first  visitor.  The  visitor 
left  in  disgust,  noting  that  "before  delivering  lectures  here,  the  American 
guy  should  learn  the  laws."^^  Such  visible  failures  not  only  weaken  the 
reformist  breakthrough  made  by  President  Leonid  Kuchma,  they  undermine 
Ukrainian  confidence  in  the  United  States'  ability  to  assist  it  in  navigating 
the  far  more  complex  security  issues  that  lie  ahead. 

Privatization  in  Russia  has  been  AID's  jewel  in  the  crown,  drawing 
early  praise  from  USAID  officials  as  a  major  step  for  transition.^"  Despite 
these  plaudits,  many  experts  have  become  convinced  that  much  of  the 
process  has  been  nomenklatura  privatization,  enabling  members  of  the 
communist  apparat  to  acquire  private  property.  In  November  1995,  Harvard 
economist  Jeffrey  Sachs  concluded  that  genuine  economic  reform  was  at  a 
standstill  in  Russia,  and  that  the  privatization  process  had  "simply  resulted 
in  a  massive  transfer  of  property  ownership  to  former  apparatchiks  of  the 
former  communist  system."  Sachs  characterized  the  entire  process  as  "theft 
of  assets,"  concluding  that  "we  don't  know  how,  and  we  don't  know  by 
whom,  but  it's  theft. "'*'^  More  recently,  Russia's  privatization  has  revealed 
other  ugly  faces:  former  first  deputy  prime  minister  Anatoly  Chubais's  plan 
for  the  second  stage  of  privatization  has  become  embroiled  in  scandal,  as 
the  banks  responsible  for  leading  the  process  have  been  accused  of  gaining 
preferential  access  to  Russia's  most  prized  real  estate.  The  collapse  of  the 
planned  sale  of  Sviazinvest  to  Italian  investors  has  also  cast  doubt  on  the 
extent  to  which  privatization  will  be  open  to  foreigners.^" 

USAID  has  apparently  been  oblivious  to  the  negative  setting  in  which 
privatization  is  increasingly  being  situated  by  analysts  of  all  stripes.  Perhaps 
this  derives — as  do  many  problems  in  the  agency — from  an  unfamiliarity 
with  the  impact  of  Russian  privatization  on  the  general  public.  In  fall  1995, 
Deputy  Administrator  Carol  Lancaster  claimed  success  for  the  program, 
noting  that  the  original  10,000  ruble  vouchers  issued  in  1992  were  valued  at 
more  than  30,000  rubles  at  the  close  of  the  first  stage  of  privatization.  But  in 
dollar  terms  (the  bottom  line  for  every  transaction  in  Russia),  this  meant 
that  Russians  paid  approximately  $30  in  1992  for  something  that  was  worth 
ie~ss  than  $7  in  1995,  hardly  a  bargain.^' 

These  examples  are  admittedly  a  small  sampling  of  the  many  programs 
funded  by  USAID  but,  in  conjunction  with  other  flaws,  the  conclusion  that 
USAID  needs  to  be  replaced  by  a  more  competent   structure   is   virtually 
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inescapable.  This  is  so  principally  because  of  the  deeply  rooted  deficiencies 
within  the  bureaucracy,  but  it  can  also  be  attributed  to  the  fact  that  USAID's 
performance  should  lead  policy-makers  to  focus  on  what  has  become  the 
central  question:  Can  a  foreign  assistance  bureaucracy  be  created  that 
employs  the  rich  store  of  human  resources  America  has  to  offer  the  world 
with  less  waste  and  controversy  than  USAID  currently  produces?  The  answer 
to  this  is  clearly  in  the  affirmative,  and  the  structural  flaws  embedded  within 
USAID  only  make  this  imperative.  Russia  deserves  our  thanks,  for  its  sheer 
unmanageability  has  exposed  to  the  United  States  the  need  to  create  foreign 
assistance  institutions  that  can  better  serve  America's  interest  in  the  next 
century. 

Notes 

1.  This  includes  recent  Republican  efforts  to  eliminate  the  U.S.  Agency  fcr 
international  Development,  as  well  as  an  earlier  proposal  (in  1989)  by  a 
Democratically-controlled  House  of  Representatives  for  replacement  of  USAID  by  a 
new  Economic  Cooperation  Agency;  David  Callahan,  "Foreign  Aid:  Will  a 
Revamped  AID  Be  Recognizable?"  Foreign  Service  Journal  (April  1994):  21.  It  is 
therefore  a  mistake  to  characterize  the  aid  debate  as  a  purely  partisan  issue. 

2.  For  more  on  the  history  of  some  efforts  to  reform  USAID,  see  Callahan, 
"Foreign  Aid,"  20-25.  The  recent  proposal  by  Senator  Jesse  Helms  to  fold  USAID 
and  two  other  agencies  into  the  U.S.  Department  of  State  also  received  the  backing 
of  three  ex-secretaries  of  state:  Lawrence  S.  Eagleburger,  James  A  Baker  III,  and 
George  P.  Shultz;  Washington  Post,  24  March  1995,  A2I. 

3.  Ironically,  AID  personnel  often  consider  special  area  knowledge  to  be  a 
weakness  or  flaw  in  the  proposals  of  prospective  aid  recipients. 

4.  There  is  a  substantial  body  of  literature  on  the  flaws — and  limited 
successes — of  USAID  in  the  developing  world.  See,  for  example:  Stryk  Thomas, 
"Milkshakes  in  the  African  Desert  . . . ,"  Washington  Monthly  (May  1994):  14-17  (on 
programs  in  Niger);  Randy  Fitzgerald,  "Foreign  Aid  Follies,"  Reader's  Digest 
(March  1993):  61-65  (on  programs  in  Latin  America  and  Africa);  Stephen  Buckley, 
"AID  Spells  Slow  Relief  in  Rwanda,"  Washington  Post,  II  July  1995,  All;  James 
Dorsey,  "AID  Official  Hits  at  Failure  in  Egypt."  Washington  Times,  6  July  1989.  A3. 

5.  The  failure  of  USAID  to  stem  the  maladministration  of  its  programs  has  been 
a  recurring  theme  that  predates  its  involvement  in  the  NIS.  In  1992,  for  example,  AID 
Inspector  General  Herbert  Beckington  expressed  concern  in  his  semiannual  report 
that  the  agency  had  not  yet  reflected  the  impact  of  corrective  actions,  and  that  his 
findings  were  not  dissimilar  from  those  "six  months  ago,  two  years  ago,  or  three 
years  ago,"  as  quoted  by  Warren  Strobel,  "AID  Lapses  Resist  Reforms,  Says 
Inspector  General."  Washington  Times,  30  May  1992,  A7.  This  is  reflective  of  deep- 
rooted  administrative  pathologies  inured  to  superficial  remedies. 

6.  Reported  to  the  author  in  a  private  conversation,  August  1995. 

7.  J.  Brian  Atwood,  "America  Must  Lead:  A  Defense  of  Foreign  Aid,"  Freedom 
Review  26  (May- June  1995):  6;  Carol  Lancaster,  "Will  the  United  States  Have  the 
Resources  and  Capacity  to  Address  the  Needs  of  a  Post-Cold  War  America?"  Noon 
Discussion,  the  Kennan  Institute  for  Advanced  Russian  Studies,  26  September  1995. 

8.  This  is  the  approach  of  Mark  Kramer,  who  appears  to  think  that  some  minor 
pruning  of  the  U.S.  Trade  and  Development  Agency  and  other  small  programs, 
combined  with  a  reshuffling  of  AID's  assistance  categories,  will  be  sufficient  to 
improve  USAID's  performance;  "Russian  Aid  (II),"  The  National  Interest  (Spring 
1995):  78-81.  Kramer's  criticism  of  the  TDA  as  exemplifying  "the  worst  in  corporate 
welfare."  while  endorsing  AID  economic  restmcturing  and  democratization  efforts 
(79,  81)  is  perplexing,  for  a  casual  glance  at  AID  awards  in  these  areas  reveals  that 
a  majority  of  recipients  are  major  U.S.  corporations. 
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9.  Private  conversation  reported  to  author,  March  1995. 

10.  Private  conversation  reported  to  author,  August  1995. 

1 1.  Some  of  these  are  covered  in  greater  detail  below. 

12.  The  conference  was  held  at  the  Woodrow  Wilson  International  Center  for 
Scholars.  19-20  April  1995.  A  further  indication  of  the  extreme  sensitivity  associated 
with  speaking  openly  of  USAlD's  shortcomings  is  reflected  in  the  fact  that  virtually 
every  individual  interviewed  for  this  article  did  so  only  on  the  condition  of 
anonymity. 

13.  Private  conversation  with  author,  18  December  1995. 

14.  Private  conversation  with  the  author,  18  August  1995. 

15.  Peter  J.  Stavrakis,  "U.S.  Foreign  Assistance:  The  Sources  of  Success  and 
Failure,"  unpublished  manuscript.  May  1995;  based  on  materials  taken  from  Kennan 
Institute  internal  correspondence,  16  January  1995. 

16.  Private  conversation  with  the  author,  15  March  1995. 

17.  Julie  Corwin,  "Playing  the  AID  Game,"  U.S.  News  and  World  Report,  3 
October  1994,  35.  The  activities  of  other  contractors  is  also  covered  in:  Fred  Hiatt 
and  Daniel  Southerland,  "Grass-Roots  Aid  Works  Best  in  Russia,"  Washington  Post, 
12  February  1995,  Al. 

18.  Private  conversation  reported  to  author,  17  December  1995.  Transcripts  of 
these  conversations  can  also  be  found  in  the  internal  correspondence  of  the  Kennan 
Institute,  16,  17,  19  December  1995.  The  NIS  is  not  alone  in  this  regard,  as  USAID 
programs  in  places  such  as  Latin  America  have  had  the  same  debilitating  impact  on 
emerging  markets;  Fitzgerald,  "Foreign  Aid  Follies,"  61-62. 

19.  The  difficulty  of  classifying  the  NIS  in  terms  we  can  understand  is  reflected 
in  the  absence  of  any  meaningful  dichotomy  by  which  we  can  divide  the  post-Soviet 
public.  Alternative  dichotomies  are  "slavophile/Westernizer,"  "pro/anti-reform"  and 
"traditional/modem."  While  all  of  these  have  some  explanatory  value,  none  fully 
captures  the  extent  to  which  Russia  is  divided  along  a  profound  cultural  axis. 

20.  Information  on  the  Russian  national  in  USAID  Moscow  can  be  found  in 
internal  correspondence  of  the  Kennan  Institute,  4,  16,  19  January  1995.  Information 
regarding  Nash  Dom  Rossiia  is  based  on  a  confidential  conversation  with  the  author,  8 
August    1995. 

21.  Other  analysts  have  noted  the  pervasive  bureaucratic  culture  or 
organizational  psychology  within  USAID  that  appears  to  resist  change.  According  to 
one  USAID  official,  "we've  got  to  change  the  culture  and  psychology  within  the 
organization.  .  .  .  We're  trying  to  break  the  psychosis  of  inside-the-beltway, 
dominated  by  specialists  who  only  deal  with  the  AID  contracting  process.  .  .  .";  Larry 
Byrne,  as  cited  in  Corwin,  "Playing  the  AID  game,"  35.  While  Byrne  is  cautiously 
optimistic,  another  veteran  of  USAID  consulting  stints  is  more  pessimistic.  Stryk 
Thomas  warns  that  the  "culture  of  development"  the  agency  has  created  in 
Washington,  with  all  of  its  benefits  and  comforts,  can  easily  coopt  any  new  blood 
that  might  be  brought  in  to  change  administrative  practices. 

22.  Thomas  A.  Dine,  assistant  administrator  for  Europe  and  the  New  Independent 
States  at  USAID,  recently  stated  that  the  agency  has  "right-sized"  from  a  staff  of 
10,600  to  9,400;  statement  before  the  Committee  on  International  Relations,  U.S. 
House  of  Representatives,  104th  Congress,  First  Session,  14  November,  1995,  11. 
Thomas,  "Milkshakes  in  the  African  Desert  .  .  .  .,"  16,  cites  similar  figures,  while 
Senator  Jesse  Helms  gives  a  rough  figure  of  9,000;  "For  a  More  Effective  State 
Department,"  Freedom  Review  26  (May-June  1995):  8.  Fitzgerald,  "Foreign  Aid 
Follies,"  cit.  64,  claims  that  USAID  directly  employs  4,300  persons,  while  keeping 
another  7,450  on  the  payroll  as  contract  employees. 

23.  The  author  was  unable  to  meet  with  USAID  Moscow  officials  in  December 
1995,  even  though  the  Kennan  Institute  had  provisionally  been  awarded  funding  for 
an  institutional  partnership  with  a  Russian  institution.  The  argument  made 
subsequently  by  USAID,  that  contact  with  prospective  contractors  threatens  the 
integrity  of  the  selection  process,  was  a  hollow  one,  inasmuch  as  USAID  Moscow 
officials  met  with  the  Institute's  Russian  partners  to  discuss  the  program. 
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24.  That  USAID  has  been  perennially  weak  in  staff  with  strong  knowledge  of 
local  conditions  is  not  a  new  situation.  What  is  surprising,  however,  is  that  despite 
the  obvious  need  to  draw  upon  the  many  skilled  individuals  in  this  country  and  the 
target  countries  who  can  make  technical  assistance  programs  succeed  in  all  regions 
of  the  world.  USAID  Administrator  J.  Brian  Atwood  introduced  a  plan  that  explicitly 
neglected  regional  resources  in  favor  of  a  few  more  ambiguous  functional  bureaus.  As 
Thomas,  "Milkshakes  in  the  African  Desert.  .  .,'*  17,  points  out,  this  type  of  ill- 
defined  centralization  is  a  recipe  for  bureaucratic  infighting. 

25.  Dine,  statement  before  the  U.S.  House  Committee  on  International 
Relations,  14  November  1995,  14.  The  assistant  administrator  added  that  USAID  is 
proud  of  its  place  as  "one  of  the  lead  agencies  in  the  [sic]  Vice  President  Al  Gore's 
National  Performance  Review  .  .  .  program  to  'reinvent'  government,"  ibid,  12 

26.  Private  conversation  with  the  author,  15  December  1995. 

27.  Hiatt  and  Southerland,  "Grass-Roots  Aid  Works  Best  in  Russia,"  A36.  See 
also.  Fred  Hiatt.  "U.S.  Firms  Cash  in  on  Aid  Projects,"  The  Washington  Post,  12 
February  1995,  A36;  and  John  J.  Fialka,  "U.S.  Aid  to  Russia  Is  Quite  a  Windfall— 
For  U.S.  Consultants,"  Wall  Street  Journal,  24  February  1994,  1. 

28.  This  was  the  experience  of  the  director  of  the  Moscow  Kennan  Alumni 
Association,  who  worked  with  ARD/Checchi  from  August  1994  through  August  1995. 

29.  According  to  one  U.S.  government  official,  USAID  keeps  "going  back  to  the 
well  with  their  pet  consultants,  back  to  those  who  worked  for  them  in  Guatemala, 
Rwanda  and  Uganda,"  as  cited  in  Stephen  J.  Hedges,  "Helping  Themselves  by 
Helping  Russia,"  U.S.  News  and  World  Report,  29  March  1993,  34. 

30.  It  is  also  of  little  help  that  USAID  Requests  for  Proposals  (RFPs)  are  poorly 
written.  Still  worse,  the  RFPs  often  contain  apparent  contradictions  that  can  almost 
never  be  clarified,  as  it  requires  contacting  the  relevant  program  officer  in  AID — a 
herculean  task. 

31.  More  on  the  Transnational  Institute's  final  experience  with  assistance 
programs  can  be  found  in  Stavrakis,  "U.S.  Foreign  Assistance,"  2-5. 

32.  The  money  for  this  program  evidently  came  from  USAID's  reduction,  at  short 
notice,  of  the  money  it  had  awarded  to  Abt  Associates  to  administer  a  $44  million 
health  care  program;  private  conversations  with  author,  12-15  December  1995.  See 
also  Sander  Thoenes,  "Critics  Charge  U.S.  AID  with  a  Record  of  Waste,"  Moscow 
Times,  28  December  1994. 

33.  The  only  possible  exception  to  the  familiarity  criterion  is  size:  USAID  tends 
to  favor  large  organizations,  apparently  construing  size  as  a  reflection  of 
administrative  competence.  This  was  likely  the  case  with  the  award  of  the 
Institutional  Partnership's  Program  to  the  International  Research  and  Exchanges 
Board  (IREX).  Nearing  the  end  of  the  fiscal  year  with  more  than  $30  million  of 
partnership  money  as  yet  untouched,  USAID  entered  into  negotiations  with  IREX; 
evidently  the  shortness  of  time  precluded  running  a  competition  to  select  the 
contractor.  IREX  was  subsequently  selected,  allowing  USAID  to  obligate  the  monies 
on  30  September,  the  last  day  in  the  fiscal  year,  after  which  the  money  would  have 
been  lost. 

34.  Fialka,  "U.S.  Aid  to  Russia  is  Quite  a  Windfall,"  8. 

35.  The  author  was  part  of  the  ARD/Checchi  team  applying  for  the  Central  Asia 
Rule  of  Law  monies  and  was  asked  to  come  up  with  a  quick  start  plan  for  the 
program  in  less  than  two  weeks. 

36.  Thoenes,  "Critics  Charge  U.S.  AID  with  a  Record  of  Waste,"  and  private 
conversations  with  the  author,  12,  15  December  1995. 

37.  This  information  was  obtained  from  the  author's  interviews  with  several 
members,  but  not  the  head,  of  the  Russian  president's  Directorate  for  Federal  Public 
Service.  7  July  1995.  Members  of  the  Russian  government's  (i.e.,  prime  minister's) 
civil  service  department,  interviewed  later  that  month,  had  far  more  concrete  ideas 
about  civil  service  reform.  They  did  not  indicate,  however,  that  they  had  been  in 
direct  contact  with  USAID. 
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38.  This  section  comes  from  the  author's  personal  experiences,  ail  of  which  can 
be  found  in  the  internal  correspondence  of  the  Kennan  Institute  related  to  the  USAID 
Institutional  Partnership  (September  1 994-February  1995.  various  dates). 

39.  Information  on  this  comes  from  several  private  conversations  with  the  author 
during  the  first  week  of  August  1995.  as  well  as  confidential  correspondence  with 
Russian  organizations  throughout  summer  1995. 

40.  This  has  been  the  case  with  the  author,  as  well  as  with  several  colleagues 
and  organizations  with  whom  the  author  has  had  contact. 

41.  TTie  AID  Inspector  General  is  formally  charged  with  oversight  and  evaluation 
of  programs.  This  could  be  a  sound  institutional  corrective,  were  it  not  for  the  fact 
that  the  Inspector  General's  reports  have  had  little  impact  on  the  effectiveness  of 
USAID  performance. 

42.  The  clearest  example  of  this  phenomenon  the  author  was  able  to  obtain  is — 
for  obvious  reasons — unwilling  to  go  on  record.  A  variant  of  this  is  the  AID  officer  in 
"parallel"  programs  at  the  agency  who  is  then  recruited  by  private  sector  firms  to 
help  them  win  project  contracts.  An  example  is  in  Hiatt  and  Southerland,  "Grass- 
Roots  Aid."  A31.  In  fairness,  this  crossover  phenomenon  benefitting  contractor  as 
well  as  government  agency  can  be  found  in  other  areas  of  the  U.S.  government.  Most 
agencies,  such  as  the  Department  of  State,  place  time  restrictions  on  their  personnel 
moving  to  private  sector  firms  to  prevent  an  unfair  advantage. 

43.  Atwood.  "America  Must  Lead,"  6-7.  Nowhere  in  this  "record  of 
achievement"  does  Atwood  credit  any  other  organization  for  playing  a  role.  One 
wonders  if  this  view  is  shared  by  the  World  Health  Organization  or  others  who  have 
played  crucial  roles  in  these  achievements. 
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the  privatization  program  supported  by  USAID  that  made  such  stockholders  meetings 
possible.  But  then  the  agency  must  faidy  acknowledge  the  serious  problems  that 
have  accompanied  privatization,  as  well  as  the  growing  anti-American  sentiment  its 
implementation  has  engendered. 

45.  Ibid.,  28. 
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sobering  picture  of  what  is  actually  a  better-off  region.  Basic  economic  indicators  for 
the  St.  Petersburg  economy  during  the  years  1991-94  reflect  the  secular  decline: 
Industrial  production  is  now  52  percent  of  1991  levels,  investments  similarly  are  only 
53  percent,  and  consumer  goods  production  is  down  to  49  percent.  These  results  are 
prefaced  by  a  title  that  reads:  "Economic  Statistics  Indicate  Turn-Around  is 
Beginning";  1995  Year  End  Report,  International  Action  Commission  for  Sl 
Petersburg.  (Washington.  D.C.:  Center  for  Strategic  and  International  Studies,  1996). 

47.  Jane  Perlez,  "Ukraine  Sells  Its  Companies,  But  Buyers  Are  Few,"  New  York 
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AA/ENI,  Thomas  A.  Dine 
June  13,  1996 


US  Assistance  to  the  Russian  Privatization  Program 

USAID  provided  policy  advice  and  technical  implementation 
assistance  to  the  Government  of  Russia's  (GOR)  voucher 
privatization  program,  also  known  as  the  Russian  mass  privatization 
program.   This  program  resulted  in  the  privatization  of  over  15,000 
medium  and  large  enterprises  across  Russia  during  an  18  month 
period.   The  GOR  launched  this  program  with  the  distribution  of 
privatization  vouchers  on  October  1,  1992.   All  Russian  citizens 
born  before  that  date  were  eligible  to  receive  a  voucher. 

USAID  contracted  with  several  U.S.  consulting  companies  to  provide 
the  technical  assistance.   USAID 's  technical  assistance  to  the 
Russian  voucher  privatization  program  totalled  approximately  $58 
million. 

This  $58  million  paid  for  USAID  contractors  to  assist  local 
privatization  agencies  in  establishing  the  infrastructure  and 
systems  for  bid  reception,  evaluation,  verification  and  contract 
settlement;  management  of  the  pipeline  of  enterprises  up  for 
auction  to  avoid  arbitrary  deviations;  development  and  maintenance 
of  the  Management  Information  System  (MIS)  on  voucher  auctions 
including  the  telecommunications  links  for  regional  centers  and  bid 
collections  points,  which  provided  security  and  an  accelerated 
voucher  processing  capability;  establishment  of  20  regional 
depository  and  centers  which  managed  voucher  clearing  and 
settlement;  voucher  audit  teams  which  conducted  voucher  handling 
audits,  cancellation  audits,  regional  depository  audits,  auction 
audits,  and  contract  compliance.   USAID  funding  also  financed  the 
purchase  of  some  computer  and  hardware  and  software  required  to 
implement  the  program  and  a  privatization  public  education  and 
information  program. 

Please  note  that  the  U.S.  Government  did  not  print  the  vouchers  nor 
did  it  finance  the  printing  of  privatization  vouchers  for  Russia. 
The  vouchers  were  printed  and  distributed  by  the  GOR  without  USG 
assistance. 

Privatization  can  be  done  utilizing  several  different  techniques 
including  vouchers,  sales  to  foreign  investors,  management  buyouts, 
etc.   The  GOR  chose  to  privatize  the  medium  and  large  enterprises 
utilizing  two  separate  mechanisms:   a  massive  voucher  program  and 
subsequently  a  much  smaller  sale  of  stock  to  indigenous  Russian 
banks.   U.S.  Government  assistance  only  supported  the  voucher 
program  which  gave  every  citizen  the  opportunity  to  participate. 
This  program  was  popular  with  Russian  citizens  and  was  open, 
transparent  and  fair.   It  minimized  opportunities  for  government 
bureaucrats  to  arrange  insider  deals  which  would  benefit  themselves 
and  their  friends.   With  voucher  auctions,  the  entire  population 
knew  what  companies  were  being  auctioned  on  what  dates.   Those 
interested  in  obtaining  shares  of  privatizing  enterprises  were  able 
to  do  so  by  bidding  their  voucher  during  the  auctions. 
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AA/ENI,  Thomas  A.  Dine 
June  16,  1996 


Response  to  J.  Michael  Waller:  "To  Russia,  with  Cash," 
(Reader's  Digest.  June,  1996,  pp.  177-181) 

General  Points: 

•  The  article  discusses  many  assistance  programs  to  Russia 
that  do  not  fall  under  USAID  management.   This  response  will 
focus  on  charges  against  programs  directly  managed  by  USAID. 

•  The  article  leaves  the  impression  -  from  the  title  onwards  - 
that  US  government  assistance  programs  supply  funds  directly 
to  Russian  individuals  and  entities.   In  fact,  the  vast 
majority  of  USAID-managed  assistance  is  in  the  form  of  know- 
how,  not  cash.   We  hire  American  experts  to  advise  Russians 
on  aspects  of  democracy  and  free  market  economics  toward 
which  they  are  moving.   For  example,  we  hired  the  best  and 
brightest  from  Wall  Street  and  the  Chicago  Board  of  Trade  to 
show  their  Russian  counterparts  how  to  set  up  stock  markets 
or  carry  out  privatization  auctions.   This  mechanism  insures 
against  precisely  the  kind  of   "misuse"  the  article  implies 
is  widespread. 

Specific  rebuttals: 

•  The  mass,  or  voucher,  privatization  program  resulted  in  over 
40  million  individual  shareholders,  and  privatization  of 
15,779  medium  and  large  enterprises  in  86  regions  of  Russia. 
This  was  the  largest  privatization  in  world  history,  and 
there  are  now  more  individual  shareholders  in  Russia  than  in 
the  United  States.   Against  this  background,  individual 
cases  of  management  manipulation  and  malfeasance  at 
individual  factories,  while  unfortunate,  do  not  invalidate 
the  historical  importance  of  dismantling  a  state-controlled 
economy  and  giving  market  forces  a  chance  to  operate. 

•  Privatization  through  the  use  of  vouchers  given  to  all 
citizens  is  probably  the  most  fair,  democratic  and 
transparent  means  to  effect  privatization.   Every  Russian 
citizen  (adults  and  children)  was  given  the  opportunity  to 
participate  and  become  shareholders  of  privatizing 
enterprises   by   investing  his/her  voucher  in  an  enterprise 
being  privatized.   Studies  have  found  that  privatization  is 
more  popular  among  the  general  public  when  the  people  can 
participate  and  have  a  choice  of  how  to  use  their  vouchers. 

•  Voucher  privatization  through  open  auctions  cut  the 
symbiotic  relationship  between  enterprise  managers  and 
politicians  —  that  is,   the  branch  ministries  which 
formerly  controlled  all  enterprises.   Auctions  are  also 
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probably  the  most  fair  and  transparent  method  because 
government  officials  did  not  have  to  value  the  companies  — 
a  critical  point  to  avoid  arbitrary  pricing,  delays  and 
corruption.   With  the  entire  population  able  to  participate, 
voucher  auctions  avoided  closed  transactions  and  private 
deals  where  politicians  could  sell  enterprises  at  low  prices 
to  their  friends. 

The  article  claims  that  the  mass  privatization  program  was  a 
$63  million  dollar  failure  because  the  privatization 
vouchers  failed  to  hold  their  original  "nominal  value".   In 
fact,   vouchers  were  given  to  citizens  for  free.   They  could 
either  invest  them  or  sell  them  for  what  the  secondary 
market  would  bear.   Understandably,   the  "price"  of  a 
voucher  in  the  secondary  market  both  rose  and  fell  as  market 
forces  prevailed.    More  importantly,  the  nominal  value  of 
the  voucher  on  the  secondary  market  had  nothing  to  do  with 
how  many  shares  of  a  given  company  one  voucher  could  be 
redeemed  for  or  what  the  future  earnings-potential  of  those 
shares  might  be. 

The  article  is  misleading  when  it  states  that  USAID 
"underwrote  a  $63  million  program  to  give  every  Russian 
citizen  a  voucher  worth  about  $30  to  invest  in  privatized 
properties."  USAID  did  not  finance  the  printing  and 
distribution  of  the  Russian  vouchers  nor  did  it  finance  the 
10,000  ruble  nominal  value  of  vouchers  originally  worth 
approximately  US  $30.   USAID  did  however  help  finance  the 
implementation  and  management  of  the  regional  voucher 
auctions  and  the  national  voucher  auctions  —  those  where 
citizens  in  86  oblasts  across  the  entire  country  could  all 
bid  on  the  largest  enterprises. 

USAID  programs  involved  assisting  local  privatization 
agencies  to  put  in  place  the  infrastructure  and  systems  for 
bid  reception,  evaluation,  verification  and  contract 
settlement;  management  of  the  pipeline  of  enterprises  up  for 
auction  to  avoid  arbitrary  deviations;  development  and 
maintenance  of  the  Management  Information  System  (MIS)  on 
voucher  auctions,  including  the  telecommunications  links  for 
regional  centers  and  bid  collections  points,  which  provided 
security  and  an  accelerated  voucher  processing  capability; 
establishment  of  20  regional  depository  and  voucher  clearing 
and  settlement  centers;  voucher  audit  teams,  which  conducted 
voucher  handling  audits,  cancellation  audits,  regional 
depository  audits,  auction  audits,  and  contract  compliance; 
and  a  privatization  public  education  and  information 
program. 

The  article  claims  that  "millions  of  extra  vouchers  were 
illegally  produced."    In  fact,  the  number  of  vouchers 
redeemed  (143  million)  was  slightly  under  the  amount  issued. 
(A  few   individuals  did  not  invest  their  vouchers.)   Trained 
bid  collectors  in  the  privatization  program  stringently 
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verified  the  authenticity  of  vouchers  collected,  which 
greatly  reduced  attempts  to  pass  counterfeit  vouchers. 

The  article  makes  a  confused  statement  about  the  use  of 
vouchers  to  purchase  "auctioned  real  estate."   The 
overwhelming  majority  of  vouchers  were  redeemed  for  shares 
in  privatized  companies  or  in  shares  of  voucher  funds  -  a 
vehicle  similar  to  U.S.  mutual  funds  -  which  invested  in 
many  privatized  enterprises  and  thereby  reduced  the  risk  of 
buying  shares  in  individual  enterprises. 

The  article  implies  that  the  USG  programs  are  to  blame 
because  those  Russians  who  enjoyed  privileges  and  power 
under  Communism  found  themselves  able  to  translate  that  into 
prosperity  thereafter.   The  Russians  did  not  pass 
legislation  prohibiting  former  Communists  from  participating 
in  free  market  activities,  hence,  like  everyone  else,  they 
received  a  voucher.   There  was  no  bloody  or  destabilizing 
revolution  in  Russia,  which  would  have  replaced  one  elite 
with  a  new  class.   In  the  absence  of  either  of  these 
developments,  it  is  not  surprising  that  those  on  the  top 
managed  to  stay  on  the  top.   However,  this  was  not  a  result 
of  US  policy,  nor  is  it  a  guarantee  that,  as  market  forces 
begin  to  operate,  the  old  guard  will  not  be  beaten  out  by 
new  entrepreneurs. 

The  article  confuses  USAID  technical  assistance  programs  to 
independent  farmers  with  USDA  programs  that  provided 
humanitarian  wheat  supplies  during  the  early  years  of  the 
USG  assistance  effort. 

USAID 's  allocation  of  $  3.2  million  for  U.S.  equipment  for 
Gazprom  is  misrepresented  as  a  subsidy  for  a  "supposedly 
struggling"  company,  when  in  fact  the  program  was  an  energy 
efficiency  and  US  export  promotion  program  that  benefited  US 
firms  -  in  this  case.  Caterpillar,  Inc.   Moreover,  the 
program  required  a  70%  co-payment  from  Gazprom,  which  they 
could  not  provide.   As  a  result,  the  money  was  re-allocated 
to  other  Russian  firms.   Gazprom  never  ended  up  benefiting 
from  this  program. 
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Reply  to  Mr.  Hamilton  on  NIS  Assistance  Program— Distribution  of 
Money  Among  Various  Consulting  Firms 


The  NIS  assistance  program  has  reduced  its  utilization  of  large  for-profit  contractors  as 
implementors,  and  has  developed  programs  with  a  more  diverse  group  of  providers, 
including  PVOs,  other  not-for  profit  institutions  and  smaller  for-profit  firms. 

In  Russia,  45%  of  FY94  obligations  were  with  large  for-profit  firms.  In  FY95  the 
percentage  of  obligations  to  for-profits  fell  to  29%.  This  year  in  Ukraine,  small  for-profit 
firms  are  responsible  for  implementing  much  more  of  the  private  sector  restructuring 
program  than  we  have  seen  in  prior  years  in  the  NIS,  handling  now  the  new  public 
information  contract,  as  well  as  the  rural  land  privatization  program  and  the  housing 
subsidy  education  program.  The  Ukraine  program  has  recently  concluded  a  contract  with 
a  new  alliance  of  four  PVOS,  International  Executive  Service  Corps,  Citizens  Democracy 
Corps,  VOCA,  and  MBA  Enterprise  Corps  to  expand  the  use  of  volunteer  experts  in  all 
aspects  of  the  US  AID  program. 

Contracts  with  large  for-profit  firms  that  remain  have  been  managed  quite  aggressively  to 
reduce  costs  and  improve  output.  The  use  of  indigenous  organizations  as  subcontractors, 
reduction  in  the  numbers  of  resident  expatriate  advisors,  and  restructuring,  consolidation, 
and  non-renewal  of  these  contracts  have  created  significant  savings    In  the  rule  of  law 
programs,  ending  3  of  4  outstanding  contracts,  and  fiirther  management  changes  have 
created  savings  of  $15  million  over  three  years.  Examples  can  be  found  in  nearly  every 


167 

6/13/96  HIRC  Hearing 


single  program  area.  We  have  built  strong  working  relationships  with  all  the  implementing 
agencies  to  facilitate  continuous  improvement  in  our  capacity  to  deliver  focused,  high 
quality  and  cost-effective  aid  to  the  NIS  region 
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Reply  to  Mr.  Rohrabacher  on  the  Status  of  Research  Reactors  at 

Dubna 


There  are  two  reactors  at  Dubna:  the  IBR-2,  a  fast-neutron 
pulse  reactor  put  into  operation  in  December  1980,  and  the 
IBR-30  fast-neutron  pulse  reactor  put  into  operation  in  1969. 
Both  are  located  at  the  Joint  Institute  for  Nuclear  Research. 
The  IBR-30  is  used  largely  for  studies  on  neutron  flight  time; 
the  IBR-2  provides  17  slow  neutron  beams  for  physics  research. 
The  cores  of  the  reactors  are  situated  in  double  wall  steel 
vessels.   The  low  average  power  output  of  the  reactors  (under  5 
MW)  renders  them  unsuitable  for  commercial  use. 

G-7  civilian  power  reactor  safety  programs  do  not  cover 
research  reactors  like  those  at  Dubna.   The  safety  risk  posed 
by  these  small  research  facilities  is  limited  compared  to  the 
much  more  powerful  Soviet-designed  commercial  power  reactors 
used  for  electricity  generation. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

1.   In  response  to  Mr.  Hamilton's  inquiry  about  duplication 
in  the  exchange  program,  you  responded  that  AID  programs  are 
being  consolidated  into  USIA.   Further,  you  said  USIA 
community-based  programs  are  better  and  more  cost-effective. 
Please  elaborate  on  the  exchange  consolidation,  indicating 
specific  instances  of  AID  exchange  consolidation  and  any  FY 
96  or  FY  97  budget  adjustments  recommended  by  the 
Administration  to  support  this  consolidation. 


Answer: 

After  thoroughly  reviewing  USIA's  and  USAID's  training 
and  exchange  programs  during  the  latter  part  of  1995,  I 
decided  to  consolidate  the  bulk  of  our  FY  1996  training  and 
exchange  resources  for  Russia,  Ukraine  and  Moldova  into  a 
new  community-based  program  called  Community  Connections, 
which  is  based  on  USIA's  highly  successful  ''Business  for 
Russia"  Program  and  administered  by  USIA.   By  placing 
clusters  of  entrepreneurs  and  local  government  officials 
from  particular  NIS  cities  in  homestays  with  counterparts 
from  U.S.  host  communities,  this  program  will  build  upon 
existing  relationships  between  U.S.  and  NIS  communities. 
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resulting  in  linkages  that  will  last  well  beyond  the  life  of 
our  assistance  program. 

In  addition  to  creating  self-sustaining  linkages,  the 
Community  Connections  program  is  also  much  more  cost- 
effective  than  other  exchange  programs,  with  an  average  per- 
participant  cost  of  just  over  $7,000,  as  compared  to  over 
$13,000  for  some  of  the  non-community  based  programs. 
Previously,  only  five  percent  of  the  funding  for  U.S. -based 
training  was  going  towards  the  lower-priced  community-based 
programs,  whereas  now,  over  forty  percent  of  the  funding  is 
going  towards  these  programs.   As  a  result  of  the 
consolidation,  the  funding  for  USAID's  NTS  Exchanges  and 
Training  (NET)  Project  was  reduced  from  the  FY  1995  level  of 
$34  million  to  just  over  $12  million,  while  USIA's  FREEDOM 
Support  Act  budget  for  U.S. -based  training  was  increased 
from  $4.5  million  in  FY  1995  to  $14.7  million  in  FY  1996. 
Based  on  a  comparison  of  FY  1995  program  costs,  the 
consolidation  of  the  Russian,  Ukrainian  and  Moldovan 
programs  will  save  roughly  $10  million,  or  in  other  words, 
we  will  be  able  to  train  770  more  participants  than  we  would 
have  prior  to  the  consolidation. 
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So  far,  this  consolidation  has  been  implemented  in 
Russia,  Ukraine  and  Moldova,  based  on  the  strong  track 
record  of  exchange  programs  with  these  three  countries.   In 
FY  1997,  we  will  consider  expanding  the  community-based 
model  to  Armenia,  Belarus  and  Georgia  as  well;  however,  we 
will  be  closely  monitoring  the  progress  of  the  new  Community 
Connections  program  before  making  any  decisions  on  its 
further  expansion. 
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Question  for  the  Record 

Submitted  to  Anne  Sigmund 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

1.   Would  you  summarize  in  just  two  or  three  sentences  how  the 
programs  your  agencies  carry  out  in  the  Newly  Independent  States 
serve  the  American  national  interest? 


Answer; 

It  is  in  the  American  national  interest  to  help  ensure  the 
success  of  the  NIS  countries'  transitions  to  democratic,  free- 
market  systems.   USIA  programs  are  helping  achieve  this  goal  by 
engaging  the  current  generation  of  NIS  reformers  who  are  committed 
to  remaking  their  societies  along  democratic,  free-market  lines,  as 
well  as  the  new  generation  of  up-and-coming  NIS  leaders  who  are 
open  to  new  ideas  and  are  likely  to  rise  to  positions  of  greater 
responsibility  in  their  home  countries. 

USIA  programs  increase  the  options  available  to  NIS  decision- 
makers by  providing  them  with  the  informational  tools  they  need  in 
order  to  transform  their  societies.   In  addition,  USIA  programs 
also  foster  and  help  sustain  open  lines  of  communication,  and 
promote  dialogue  between  U.S.  and  NIS  communities,  entrepreneurs 
and  government  officials  on  areas  of  mutual  concern,  such  as  arms 
control,  trade  and  investment,  and  nuclear  safety. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


Question: 

2.   What  is  the  total  amount  of  funding  under  the  FREEDOM 
Support  Act  program  that  has  been  appropriated  but  not  yet 
obligated?   What  is  the  total  that  has  been  obligated  but 
not  yet  expended? 


Answer: 

According  to  our  figures  as  of  March  31,  1996, 
cumulative  FREEDOM  Support  Act  (FSA)  appropriations  totaled 
$4,357  billion,  obligations  totaled  $3,466  billion  and 
expenditures  totaled  $2,475  billion.   In  other  words,  $891 
million  had  been  appropriated  but  not  obligated,  and  $991 
million  had  been  obligated  but  not  yet  expended.   The  lag  in 
obligations  and  expenditures  is  in  part  attributable  to  the 
lateness  of  the  FY  1996  FSA  appropriation. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


QUESTION:   If  I  am  correct,  the  Appropriations  Committees  have 
begun  providing  funds  under  the  FREEDOM  Support  Act  that  are 
available  for  obligation  for  only  two  years,  rather  than  the 
so-called  "no-year"  limit  that  applied  to  the  program  in 
Fy92-95.   What  do  you  expect  to  be  the  result  of  this  change, 
if  any? 

ANSWER:   This  will  force  us  to  spend  the  funds  more  quickly. 

The  no-year  funds  enabled  us  to  plan  and  time  the  programs  in 

such  a  manner  as  was  dictated  by  the  pace  of  reform  in  the 

NIS.   Our  programs  will  become  somewhat  less  flexible  in 

implementation  with  this  change. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


QUESTION:   The  President's  budget  request  for  the  NIS  indicates 
that  the  State  Department  and  AID  would  like  to  allocate  $173 
million  in  FREEDOM  Support  Act  assistance  to  Russia  in  FY97 . 
However,  the  House  has  just  passed  a  Foreign  Operations 
Appropriations  Act  that  would  reduce  overall  funding  for  the 
twelve  NIS  by  $50  million.   What  would  be  the  effect  on  our 
programs  and  objectives  in  Russia  if  the  Congress  were  to 
mandate  that  no  more  than  $100  million  or  $150  million  could  be 
provided  to  that  country  under  the  FREEDOM  Support  Act  in 
FY97?   The  allocation  of  US  assistance  for  Russia  under  the 
FREEDOM  Support  Act  has  already  declined  from  $1.3  billion  in 
FY94  to  $163  million  in  FY96.   What  has  been  the  effect  of  such 
a  reduction  on  our  programs  and  objectives  in  supporting 
economic  and  political  reform  in  Russia  as  a  result  of  that 
reduction? 


Answer:   The  large  allocation  for  Russia  in  FY94  was  always 
understood  to  be  a  one-time  burst  of  funding  for  programs    ^ 
designed  to  kick-start  the  reform  process  and  demonstrate  US 
resolve  and  support.   These  programs  contributed  to  the 
impressive  transformation  already  observed  in  Russia  in  both 
economic  and  political  reform.   The  effect  of  the  most  recent 
budget  cuts  in  the  FY97  request  will  be  to  reduce  the 
effectiveness  of  the  last  of  the  technical  assistance  programs 
now  finishing  up  in  Russia  and  to  make  more  difficult  the 
funding  of  such  ongoing  programs  as  exchanges,  the  Eurasia 
Foundation  and  the  enterprise  fund. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Oilman 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   Can  you  identify  for  us  the  sums  that  the  Russian 
government  is  putting  into  its  economic  and  politicial  reforms 
from  its  own  federal  budget?   Is  it,  for  example,  paying  part 
of  the  cost  of  privatization  and  post-privatization  programs? 
Of  land  reform  programs?   Of  legal  reform  programs? 


ANSWER:   The  guideline  for  the  U.S.  assistance  program  in 
Russia  has  been  to  maximize  cost-sharing  with  the  host 
government  wherever  feasible.   However,  because  reform  programs 
are  often  carried  out  in  patchwork  fashion  by  different 
agencies  and  levels  of  the  Russian  government  (GOR) ,  it  is 
difficult  to  provide  meaningful  estimates  of  GOR 
contributions.   A  possible  exception  is  privatization,  which 
has  largely  been  the  purview  of  the  State  Committee  on 
Privatization  (OKI) .   According  to  published  GOR  budget 
figures,  allocations  for  the  privatization  program  totalled 
approximately  $2.3  billion  in  1992  -  1993.   In  1994  -  1995 
there  were  no  separate  line  items  for  privatization;  however, 
approximately  9%  of  total  earnings  ($1.75  billion)  from  1995 
cash  sales  of  state  enterprise  shares  went  to  support 
operations  of  various  agencies  carrying  out  the  mass 
privatization  program. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

6:   In  which  areas  do  you  believe  the  US  assistance  program  for 
economic  and  political  reforms  has  had  the  most  success  

A.  Within  Russia? 

B.  Within  Ukraine? 

C.  Within  Armenia? 

Answer; 

A.   Without  minimizing  the  problems  that  remain  to  be 
addressed,  our  assistance  program  in  Russia  can  point  to 
several  areas  of  success  in  terms  of  economics .   First  and 
foremost,  U.S.  technical  assistance  helped  in  the  mass 
privatization  effort  that  resulted  in  the  privatization  of 
nearly  100,000  state  enterprises,  accounting  for  70%  of  Russian 
industry.   Over  40  million  Russians  are  now  shareholders  in 
private  companies.   In  addition,  U.S.  technical  assistance 
helped  in  the  development  of  securities  markets  in  Russia.   In 
terms  of  commercial  law,  U.S.  advisors  helped  design  the  law 
passed  last  December  on  joint-stock  companies  as  well  as 
legislation  passed  in  March  regulating  capital  markets. 
Concomitantly,  U.S.  trade  and  investment  programs  produced  some 
$3,7  billion  in  committed  funds  to  spur  economic  growth. 

In  terms  of  political  reform,  the  greatest  successes 
enjoyed  by  our  assistance  program  have  come  in  our  programs  to 
encourage  the  development  of  independent  media  in  Russia  and 
the  growth  of  thousands  of  Russian  grass-roots  organizations. 
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In  addition,  U.S.  NGOs  have  worked  to  build  up  political 
parties  and  have  provided  technical  support  to  Russia's  Central 
Electoral  Commission  to  help  ensure  that  recent  elections  were 
free  and  fair. 

B.   In  Ukraine,  our  economic  assistance  effort  has  shown 
the  greatest  results  thus  far  in  the  energy  sector.   In 
coordination  with  a  World  Bank  program,  AID  has  helped  power 
sector  restructuring  progress  further  in  Ukraine  than  in  any 
other  NIS  country.   While  significant  problems  still  remain, 
especially  in  terms  of  collections,  this  effort  has  resulted  in 
the  opening  of  a  wholesale  energy  market  in  Ukraine.   In  terms 
of  other  successful  programs,  there  has  been  very  significant 
small-scale  privatization  of  over  6000  small  enterprises, 
completed  with  the  assistance  of  AID.   Privatization  of 
large-scale  enterprises  still  lags  behind  targets,  but  U.S. 
assistance  is  playing  an  important  role  in  accelerating  the 
rate. 

With  regard  to  political  reform  in  Ukraine,  our  greatest 
ach'ievement  thus  far  has  been  in  the  area  of  rule  of  law. 
Through  seminars,  training,  and  information  programs,  we  helped 
create  a  constructive  atmosphere  for  the  effort  to  formulate  a 
new  constitution  for  Ukraine,  culminating  in  its  recent 
adoption  by  the  Rada .   Our  programs  have  also  furthered 
democratic  reform  in  Ukraine  by  contributing  to  the  growth  of 
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NGOs  and  by  supporting  the  development  of  an  independent  media. 

C.   In  Armenia  progress  on  economic  reform  has  been  limited 
to  date.   Nonetheless,  we  can  point  to  recent  passage  of  the 
first  law  on  real  property  in  the  NIS  that  was  drafted  with  the 
help  of  AID  advisors.   Similarly,  we  have  provided  commercial 
law  drafting  assistance  that  is  instrumental  in  helping  Armenia 
on  its  path  to  WTO/GATT  accession. 

Armenian  political  reform  has  also  followed  a  somewhat 
bumpy  path,  with  elections  in  1995  that  were  somewhat  less  than 
the  international  free  and  fair  standard.   To  help  rectify  this 
situation,  advisors  have  assisted  in  the  drafting  of  revised 
electoral  laws  to  increase  the  transparency  and  openness  of  the 
electoral  process.   Other  programs  have  concentrated  on 
building  NGO,  parliamentary  and  media  capacity  consistent  with 
a  democratic  society. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Gilman 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   Russian  President  Boris  Yeltsin  recently  decreed  a 
new,  comprehensive  land  reform. 

What  has  -  or  will  -  AID  do,  if  anything,  in  support  of 
this  new  land  privatization  effort  in  Russia? 


ANSWER:   On  March  7,  1996,  President  Yeltsin  issued  a  new 
decree  entitled:   "The  Implementation  of  Citizens' 
Constitutional  Rights."   The  decree  strengthens  and  builds  on 
previous  land  reform  legislation,  and  provides  the  legal  force 
to  implement  agricultural  land  privatization. 

U.S.  advisors,  working  under  the  Land  Market  Activities 
program,  were  instrumental  in  drafting  a  number  of  key 
provisions  included  in  the  decree.   The  decree  addresses 
weaknesses  encountered  in  U. S . -supported  title  registration, 
urban  enterprise  land  sales,  and  farm  reorganization  pilot 
projects.   While  modest  amounts  of  additional  funding  for  these 
programs  are  contemplated,  existing  resources  will  be  brought 
to  bear  in  support  of  the  land  reform  decree.   USAID's  Farm 
Reorganization  Project  is  currently  giving  farms  and  local 
administrations  effective  post-reorganization  support  and 
creating  a  repository  of  expertise  in  farm  reorganization 
within  local  agricultural  education  institutes.   It  is 
providing  local  administrative  bodies  with  a  self-sustaining 
capability  to  conduct  farm  reorganizations  and  has  assisted  in 
the  reorganization  of  50  farms  to  date,  with  another  175  farm 
reorganizations  currently  underway.   In  addition,  the  project 
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is  increasing  the  Russian  political  acceptance  of  farm 
reorganization  in  target  oblasts  by  supporting  a  public 
education  campaign  through  a  variety  of  media.   The  project 
also  supports  an  information  campaign,  which  distributes 
technical  information  on  common  questions  and  issues  in  the 
reorganizing  process  to  reorganizing  farms. 

Success  of  the  land  and  farm  privatization  effort  depends 
on  the  viability  of  the  new  emerging  farms  and  agribusinesses. 
A  relatively  new  USAID  pilot  project,  the  Market  Oriented  Farm 
Support  Activity  (MOFSA) ,  is  providing  direct  support  to 
reorganized  farms  in  the  divestiture  of  social  services  and 
development  of  alternative  models  for  delivery  of  such 
services.   The  project  is  providing  technical  assistance  and 
training  in  developing  innovative  rural  finance  mechanisms  and 
in  creating  new  agribusinesses. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Gilman 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:  Why  has  AID  had  a  Commodity  Import  Program  directed 
at  the  energy  sector  and  environmental  problems  in  Russia,  but 
no  such  CIP  program  for  Ukraine? 

Given  the  fact  that  Russia  enjoys  a  far  greater  energy 
resource  base  than  Ukraine,  which  is  highly  dependent  on 
outside  sources  of  energy,  wouldn't  it  have  made  sense  to 
have  a  CIP  program  dedicated  to  Ukraine  as  well? 


ANSWER:   The  Russian  energy  sector  is  by  far  the  largest  in  the 
NIS.   Because  of  the  size  of  the  country  and  the  amount  of 
energy  it  produces,  the  environmental  problems  related  to 
energy  are  far  greater  in  Russia  than  elsewhere  in  the  NIS. 
The  equipment  imported  under  the  CIP  was  targeted  at 
environmental  pollution  associated  with  energy  supply  and  use, 
as  well  as  waste  in  the  energy  sector.   By  focusing  on  Russia 
the  program  addressed  the  most  severe  problem  in  the  NIS  and 
helped  to  open  up  marketing  opportunities  for  U.S.  businesses 
in  the  region's  largest  market. 

Moreover,  the  economic  conditions,  and  consequently  the 
ability  to  replicate  the  new  technology  demonstrations  financed 
by  the  CIP  (through  imports  or  indigenous  manufacturing) ,  were 
much  poorer  in  Ukraine  than  in  Russia.   As  severe  as  the 
economic  downturn  has  been  in  Russia  since  the  collapse  of  the 
Soviet  Union,  the  decline  in  Ukraine  was  even  worse.   At  the 
time  of  the  design  of  the  CIP  in  1993  Ukraine  had  not  even 
begun  to  take  some  of  the  basic,  essential  steps  towards 
reform.   Thus,  in  such  circumstances  there  would  have  been  very 
limited  benefits  from  initiating  a  CIP  in  Ukraine. 
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Finally,  we  have  reduced  the  scope  of  the  CIP  in  Russia  due 
to  program  design  issues  encountered  in  implementation.   A 
Ukrainian  CIP  almost  certainly  would  have  met  a  similar  fate. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

9:   Most  of  us  probably  agree  that  Armenia  has  found  US 
assistance  vital  at  a  time  when  it  is  suffering  the  effects  of 
a  blockade  on  trade  and  commerce  with  neighboring  Azerbaijan 
and  Turkey. 

What  obstacles  has  the  instability  in  the  region  and 
isolation  of  Armenia  by  two  of  its  four  neighbors  placed  in 
the  way  of  accomplishing  American  goals  in  the  Caucasus 
region?   In  other  words,  have  American  efforts  in  the 
region  to  promote  democracy  and  economic  prosperity  cost  us 
far  more  than  they  would  in  the  absence  of  such  a  blockade 
and  such  emnity  between  Armenia  and  Azerbaijan? 

When  the  American  aid  program  for  the  Newly  Independent 
States  ends  in  a  few  years,  will  Armenia's  economic 
progress  to  date  slip  backwards  if  the  instability  in  the 
region  and  the  emnity  between  it  and  some  of  its  neighbors 
continue? 


Answer; 

The  emnity  between  Armenia  and  Azerbaijan  and  the  resulting 
attempted  isolation  of  Armenia  through  embargoes  have 
complicated  U.S.  efforts  to  promote  democracy  and  economic 
prosperity  in  the  Caucasus.   While  we  cannot  put  a  specific 
dollar  figure  on  how  high  an  additional  cost  the  U.S.  has 
incurred  in  our  assistance  effort,  it  seems  clear  that 
Armenia' s  progress  towards  a  free  market  economy  would  have 
moved  more  vigorously  within  an  environment  of  unhindered 
trade.   Instead,  free  trade  has  been  limited  to  routes 
primarily  from  the  south  and  the  west,  particularly  via  the 
Black  Sea  and  Georgia.   In  addition,  the  substantial 
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resources  Armenia  has  expended  in  fighting  against  Azerbaijan 
could  have  been  directed  towards  energizing  the  Armenian 
economy  and  feeding  its  people.   Instead,  massive  amounts  of 
humanitarian  assistance  have  been  required  from  the  U.S.  and 
other  donors  in  order  to  help  sustain  the  Armenian  population. 
If  instability  continues  to  rule  the  region  in  the  future, 
there  would  seem  to  be  little  doubt  that  Armenia's  economic 
progress  will  be  called  into  question. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

10:   In  your  view,  in  '/hich  of  the  twelve  Newly  Independent 
States  are  economic  reforms  most  advanced? 

To  the  extent  that  you  can  measure  and  compare  such 
progress,  in  which  of  the  twelve  Newly  Independent  States 
are  political  reforms  most  advanced? 


Answer; 

The  Office  of  the  Coordinator,  as  well  as  AID, ' constantly 
monitors  the  state  of  reform  in  the  NIS  countries.   We  compare 
the  statements  made  by  NIS  government  leaders  with  their 
government's  policies  and  performance.   With  regard  to  economic 
reform,  we  look  at  such  factors  as  large-scale  and  small-scale 
privatization,  price  liberalization,  competition  policy, 
banking  reform,  trade  and  investment  policy,  the  private  sector 
share  of  GDP,  inflation,  and  foreign  investment,  etc.   In  some 
cases,  performance  appears  to  lag  behind  policy.   Nonetheless, 
in  terms  of  these  factors,  the  NIS  states  where  economic  reform 
is  relatively  most  advanced  appear  to  be  Russia,  Moldova  and 
Kyrgyzstan,  followed  by  Uzbekistan,  Kazakstan  and  Ukraine. 

In  terms  of  political  reform,  we  look  at  such  factors  as 
holding  free  and  fair  elections,  openness  of  the  system  to 
competing  political  parties,  decentralization  of  power,  respect 
for  minority  rights,  the  independence  of  the  media,  respect  for 
civil  and  human  rights,  etc.   Based  on  these  criteria,  the  NIS 
states  where  political  reform  is  relatively  most  advanced 
appear  to  be  Russia  and  Ukraine,  followed  by  Georgia  and 
Moldova. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Gilman 

House  International  Relations  Committee 

June  13,  1996 


Question:   Mr.  Morningstar,  both  you  and  your  predecessor  in 
the  Coordinator's  position.  Ambassador  Tom  Simons,  have 
identified  balance  of  payments  problems  as  one  of  the  biggest 
challenges  to  economic  stabilization  in  countries  like  Ukraine. 

US  assistance  has  been  most  helpful  to  Ukraine,  in 
particular,  with  regard  to  its  chronic  balance  of  payments 
problems  -  at  one  point  providing  an  outright  cash  grant  of 
$72  million  for  Ukraine  -  and  the  US  has  led  the  way  in 
persuading  Russia  and  Turkmenistan  to  reschedule  Ukraine's 
debt. 

Once  the  Russian  government  stops  delivering  nuclear  fuel 
rods  to  Ukraine  as  compensation  for  Ukraine's  agreement  to 
give  up  its  nuclear  arms  -  which  will  happen  in  1997,  I 
believe  -  won't  Ukraine's  balance  of  payments  problems 
simply  worsen  again? 

What  US  assistance  programs  for  Ukraine  can  you  point  to 
today  as  having  clearly  been  successful  in  helping  reduce 
its  balance  of  payments  deficit?  What  programs  do  you  see 
as  having  a  future  positive  role  to  play  in  overcoming  that 
problem  for  Ukraine? 

Please  name  those  Newly  Independent  States  that  you  believe 
face  a  serious  or  chronic  balance  of  payments  problem. 


ANSWER:   We  do  not  expect  the  expiration  of  the  trilateral 
agreement  in  1997  to  lead  to  severe  balance  of  payments 
problems  in  Ukraine.   Nuclear  fuel  imports  accounted  for  less 
than  3%  of  Ukraine's  overall  1995  energy  import  bill  of  $7,485 
billion.   Moreover,  in  spite  of  the  trilateral  agreement 
Ukraine  continued  to  pay  for  approximately  30%-40%  of  its 
nuclear  fuel  needs.   Ukraine  has  signed  agreements  with  Russia 
providing  for  continued  fuel  supplies  over  the  next  ten  years. 
Therefore,  we  do  not  anticipate  any  cut-off  in  supplies  when 
the  current  arrangement  expires  in  1997. 
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U.S.  assistance  programs  on  a  number  of  levels  are  playing 
an  important  role  in  helping  to  achieve  a  balance  of  payments 
in  Ukraine.   USAID-funded  advisors  to  Ukraine's  Ministry  of 
Finance  have  helped  improve  tax  administration  and  collection, 
and  develop  budget-preparation,  -analysis  and  -monitoring 
tools.   Such  assistance  has  helped  to  reduce  the  need  for 
inflationary  finance,  leading  to  greater  macroeconomic 
stability.   There  is  evidence  that  these  policies  are  having  an 
impact  on  Ukraine's  capital  account:   the  IMF  reports  that  both 
foreign  direct  investment  and  short-term  financing  figures  in 
Ukraine  were  higher  in  the  first  quarter  of  1996  than 
expected.   The  Western  NIS  Enterprise  Fund,  capitalized  with 
U.S.  assistance  money,  accounted  for  some  of  that  investment. 
The  U.S.  will  continue  to  provide  macroeconomic  policy  advice, 
in  part  through  a  newly-instituted  program  that  will  target  the 
highest  levels  of  the  Government  of  Ukraine. 

USAID  is  supporting  a  $175  million  facility,  administered 
by  Eximbank,  that  is  helping  to  finance  the  purchase  of  U.S. 
inputs  for  Ukraine's  agricultural  sector.   The  IMF  counted  this 
facility  when  it  determined  that  Ukraine  will  not  have  a 
balance  of  payments  gap  this  year. 

U.S.  assistance  programs  have  been  instrumental  in 
helping  Ukraine  implement  a  major  reform  of  its  power  sector. 
In  fact,  introduction  of  an  "energy  market"  was  a  condition  of 
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the  USAID/Eximbank  facility,  noted  above.   The  program  has 
introduced  market  pricing  to  the  sector  and  will  help  to 
rationalize  energy  use  in  Ukraine.   Eventually  this  will  help 
reduce  the  biggest  component  of  Ukraine's  current  account 
deficit:   imported  oil  and  gas. 

All  of  the  NIS,  with  the  exception  of  Turkmenistan,  have 
entered  into  programs  with  the  IMF  in  order  to  come  to  grips 
with  balance  of  payments  difficulties.   With  the  exception  of 
Belarus,  however,  the  other  NIS  are  currently  on  track  with 
their  respective  programs.   Therefore,  while  short-term 
difficulties  could  arise  elsewhere,  only  Belarus  has  refused  to 
take  the  steps  necessary  to  avoid  chronic  BOP  problems. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Gilman 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   Mr.  Morningstar  and  Mr.  Dine,  what  efforts  have  been 
undertaken  to  clear  up  any  obstacles  to  a  more  robust  US 
assistance  program  in  Belarus? 

Here  is  a  country  that  seems  to  be  fal-jng  back  under 
Russia's  domination  due,  more  than  anything  else,  to  its 
almost  total  lack  of  domestic  energy  resources. 

What  is  the  US  doing  to  organize  a  comprehensive  package  of 
assistance  from  the  US  and  Western  Europe  to  help  this 
struggling  country? 


ANSWER:   The  U.S.  has  consistently  stated  to  its  NIS  partners 
that  assistance  follows  reform.   Despite  prompting  from  the 
U.S.,  its  allies  and  the  international  financial  institutions, 
Belarus  has  refused  to  embark  upon  a  reform  program  that  would 
help  to  rationalize  its  energy  use,  stimulate  economic  growth 
and  reduce  its  economic  dependence  on  foreign  states.   Without 
a  commitment  to  meaningful  change,  a    large  U.S.  assistance 
program  would  accomplish  little  in  Belarus.   On  a  limited 
scale,  however,  we  are  supporting  some  activities  that  promote 
development  of  a  civil  society  and  small-scale  economic  change 
without  assisting  the  existing  government. 

The  experience  of  other  countries  in  the  region  -  i.e.  Moldova 
-  shows  that  a  lack  of  energy  resources  does  not  necessarily 
hinder  implementation  of  the  kind  of  reform  program  that  the 
U.S.  can  support . 
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Question  for  the  Record 
Submitted  to  Richard  L.  Momingstar 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 

Question  #13: 

Mr.  Morningstar,  how  has  the  State  Department  coordinated  the 
work  of  the  International  Science  and  Technology  Centers  in 
Moscow  and  Kiev  with  the  privately-funded  efforts  of  Mr.  George 
Soros  with  regard  to  emploxinent  for  former  Soviet  weapons 
scientists  and  engineers? 

Is  it  accurate  to  say  that  it  took  the  US  and  its  European 
allies  so  long  to  get  the  Center  up  and  running  that  Mr.  Soros' 
efforts  in  this  area  were  the  only  thing  standing  between  these 
individuals  and  employment  by  rogue  regimes? 


Answer:   Philanthropist  George  Soros  donated  a  total  of  $130 
million  to  provide  emergency  research  grants  to  scientists 
working  in  the  civilian  sectors  of  the  New  Independent  States 
(NIS) .   These  grants  were  distributed  by  the  International 
Science  Foundation  (ISF)  which  was  created  for  the  purpose  in 
1992.   This  generous  donation  by  Mr.  Soros  provided  emergency 
help  at  a  most  crucial  time,  but  grants  were  not  directed  at 
former  Soviet  weapons  scientists.   These  funds  have  long  since 
been  exhausted,  but  the  ISF  still  enlists  to  provide  expediting 
services  for  other  organizations  that  wish  to  make  grants  to 
recipients  in  the  NIS. 

The  International  Science  and  Technology  Center  (ISTC)  began 
operating  in  March  of  1994-   The  Science  and  Technology  Center 
in  Ukraine  (STCU)  began  operations  in  late  1995.   By  mid-FY 
1996,  the  two  organizations  had  provided  employment 
opportunities  for  13,500  former  Soviet  weapons  scientists  and 
engineers  on  almost  300  projects. 
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These  two  programs  have  in  place  rigorous  review  procedures  for 
selecting  proposals  to  be  funded  from  all  those  submitted  by 
NIS  scientists.   They  also  have  comprehensive  audit  and 
examination  procedures  to  ensure  funds  are  being  spent  as 
intended.   While  such  procedures  are  necessary  to  insure  the 
integrity  of  the  programs,  they  did  take  time  to  negotiate  with 
the  NIS  and  that  delayed  the  start-up  of  the  programs .   The  ISF 
had  no  such  requirements,  calculating  it  was  more  important  to 
get  funds  to  NIS  scientists  quickly.   Unlike  the  ISTC  and  STCU, 
the  ISF  had  no  requirement  to  confine  its  grants  to  former 
Soviet  weapons  scientists.   In  fact,  it  was  Mr.  Soros'  wish  to 
specifically  avoid  funding  weapons  scientists.   The  ISF  could 
also  accept  less  stringent  audit  provisions  as  a  private  rather 
than  a  publicly-funded  effort . 

The  Soros/ ISF  program  was  more  an  emergency  humanitarian 
program  for  civilian  scientists  rather  than  a  long  term  program 
for  former  Soviet  weapons  scientists.   This  was,  nevertheless, 
a  perfect  mix  of  private  and  public  efforts.   There  is,  of 
course,  no  way  to  estimate  how  many  former  Soviet  weapons 
scientists  would  have  sought  employment  in  rogue  states  if  the 
Soros  grants  had  not  existed. 

The  ISTC  and  STCU  do  not  work  directly  with  the  ISF  now  since 
the  ISF  no  longer  makes  direct  grants  to  NIS  scientists.   They 
did,  however,  consult  extensively  with  the  ISF  when  they  first 
began  operations  so  they  could  take  advantage  of  and  learn  from 
ISF's  experiences. 
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Question  for  the  Record 

Suhmitted  tc  Ricliard  L.  Momingstar 

By  Chairman  Benjamin  Gilman 

House  International  Relations  Committee 

June  13,  1996 

Question  »14; 

Mr.  Morningstar  and  Mr.  Ruberto,  please  give  us  one  or  two 
concrete  examples  of  how  the  Defense  Department  reports  to  the 
Coordinator — Mr.  Morningstar — about  what  it  is  doing  under  the 
Nunn-Lugar  demilitarization  program,  and  how  the  Coordinator's 
office  is  able  to  influence  decisions  made  by  the  Defense 
Department  on  the  implementation  of  that  important  assistance 
program  in  Russia,  Ukraine,  Kazakstan  and  Belarus. 

Answer:   The  April  1995  Presidential  Charter  concerning  the 
responsibilities  of  the  Special  Advisor  to  the  President  and 
Secretary  of  State,  Coordinator  of  US  NIS  Assistance  addressed 
all  bilateral  assistance  programs  to  the  NIS,  including  the 
Department  of  Defense  Cooperative  Threat  Reduction  (CTR) 
Program.   The  Coordinator  has  had  strong  influence  on  the 
Department  of  Defense  decision-making  process  for  implementing 
the  CTR  program  when  necessary  to  ensure  successful  results 
consistent  with  overall  US  NIS  assistance  policy  objectives. 
Two  specific  examples  are  the  Coordinator's  role  in  providing 
high-level  direction  for  implementation  of  Project  Sapphire  in 
Kazakstan  and  in  decisions  on  funding  of  the  Defense  Enterprise 
Fund  and  the  Mayak  Fissile  Material  Storage  Facility. 

The  Coordinator  usually  meets  weekly  with  the  Assistant 
Secretary  of  Defense  for  International  Security  Policy,  members 
of  the  NSC  staff  and  Ambassador  At  Large  Collins 
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ensuring  coordination  on  major  issues.   As  with  other  US 
assistance  and  cooperative  activities  in  the  NIS,  DoD  also 
reports  information  to  the  Coordinator  on  the  status  of  the  CTR 
program  on  a  quarterly  basis.   Such  written  reports  have  in  the 
past  provided  highlights  of  CTR  activities  during  the  quarter 
and  the  status  of  funds  budgeted,  obligated  and  expended.   The 
Department  of  Defense  also  provided  the  Draft  DoD  Annual  Budget 
Submission  for  CTR  to  the  Coordinator  for  review  at  the  same 
time  it  presented  the  budget  request  to  0MB  to  ensure  the 
Coordinator's  recommendations,  input  and/or  influence  were 
incorporated  before  the  President's  Budget  was  approved  and 
submitted  to  Congress.  Moreover,  on  almost  a  daily  basis,  the 
Coordinator's  office  reviews  cables,  consults  with  DoD  staff, 
and  coordinates  or  clears  on  notifications  or  reports  to 
Congress  and  other  actions  implementing  the  CTR  program. 
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Questicn  for  the  Record 
Submitted  to  Richard  L.  Morningstar 

by  Chairman  Benjamin  Gilman 

Canmittee  on  International  Relations 

Jvuae  13,  1996 

Question  #15; 

Mr.  Morningstar,  Mr.  Ruberto,  and  Ms.  Rohlfing,  please  tell 
us  what  steps  each  of  your  agencies  (State,  Defense  and  Energy) 
have  taken  to  ensure  that  those  Russians  benefitting  from  US 
assistance  programs  intended  to  prevent  proliferation  of 
technology  and  materials  related  to  weapons  of  mass  destruction 
do  not  participate  in  on-going  research  and  development 
programs  run  by  Russia's  military-industrial  sector? 

Mr.  Morningstar,  I  note  that  the  General  Accounting  Office 
believed  at  one  point  last  year  that  the  US-supported 
International  Science  and  Technology  Center  in  Moscow  might 
well  be  subsidizing  Russian  scientists  and  engineers  who  are 
still  on  the  payroll  of  the  Russian  military-industrial 
complex.   What  steps  can  and  has  the  State  Department  taken  to 
respond  to  that  assertion  and  ensure  that  it  is  not  taking 
place? 


Answer;   The  exact  language  from  page  25  of  the  GAO  report  is, 
"We  found  that  Center-supported  scientists  are  not  necessarily 
employed  full  time  on  Center  projects  and  that  they  may  spend 
part  of  their  non-Center  funded  time  working  on  Russian  weapons 
of  mass  destruction." 

The  point  that  needs  to  be  siiressed  is  that  the  Centers  (the 
ISTC  in  Moscow  and  the  Science  and  Technology  Center  in 
Ukraine)  intentionally  target  weapons  scientists  in  order  to 
redirect  their  research  toward  peaceful  activities.   The  U.S. 
has  no  illusions  that  all  fcrsner  Soviet  weapons  scientists 
could  be  fully  re-employed  on  peaceful  civilian  research 
endeavors,  especially  not  for  the  amount  of  the  U.S. 
contribution  to  ISTC  projects  in  Russia  and  elsewhere  in  the 
NIS. 
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However,  every  day  that  these  scientists  spend  on  peaceful 
projects  reduces  the  time  they  have  to  spend  on  weapons 
research.  And  each  current  or  former  weapons  scientist  who 
remains  in  Russia  while  working  on  an  ISTC-funded  project  is 
one  fewer  that  could  be  hired  by  Iran,  Iraq  or  North  Korea  to 
work  on  weapons  of  mass  destruction  or  delivery  systems.   There 
is  already  substantial  anecdotal  evidence  that  the  Center's 
funding  is  having  a  positive  impact  on  scientists  and 
contributing  to  nonproliferation  of  their  expertise.   For 
example,  a  senior  scientist  from  Chelyabinsk-70,  now  working  on 
a  major  project  on  fissile  material  management,  has  told  us 
that  projects  funded  by  the  ISTC  are  the  single  most  important 
source  of  support  for  redirecting  Chelyabinsk-70  weapons 
scientists  to  civilian  careers. 

The  ISTC  agreement  provides  for  extensive  project  financial 
audits  and  technical  monitoring  to  insure  that  U.S.  funds  are 
being  spent  as  intended.   These  audit  and  examination 
procedures  include  visits  to  all  of  the  ISTC  project  sites  so 
that  the  auditors  can  ensure  that  the  scientists  are  working  on 
assistance-funded  projects,  not  weapons -related  research. 

We  cannot,  however,  guarantee  that  these  scientists  do  not 
remain  on  the  payroll  of  the  weapons  institutes.  In  fact, 
since  the  scientists  frequently  receive  health  care,  pensions. 
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and  other  benefits  from  their  institutes,  there  is  an  economic 
disincentive  against  them  cutting  all  ties. 

The  Department  of  Energy  Initiatives  for  Proliferation 
Prevention  program  (IPP),  like  the  ISTC,  specifically  targets 
weapons  scientists,  engineers  and  technicians.   IPP  focuses  on 
those  who:  l)have  critical  knowledge  of  nuclear  weapons  design, 
material  production  and  manufacture;  2)  have  access  to  and 
control  over  fissile  materials  that  could  be  diverted  and/or  3) 
who  are  currently  situated  in  NIS  institutes  where  large 
quantities  of  fissile  materials  are  in  use  or  storage. 

The  IPP  has  developed  numerous  safeguards  to  prevent  the 
redirection  of  any  resources  to  military  research  and 
development  at  NIS  institutes.   These  include: 

1)  Fixed  price  contracts  with  NIS  institutes  which 
specifically  identify,  in  advance,  all  costs  associated 
with  projects;  payments  are  made  only  on  receipt  of 
specific  deliverables. 

2)  Structuring  of  all  IPP  projects  to  optimize  "one-way" 
technology  flow  in  order  to  reduce  the  possibility  of 
enhancing  any  NIS  military  capability;  and 
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3)  Assignment  of  a  single  highly  qualified  technical  expert 
to  monitor  each  IPP  project  from  inception  to  completion  to 
assure  that  all  resources  are  applied  as  intended. 

What  both  of  these  programs  provide  is  a  positive  economic 
incentive  for  the  scientists  to  cease  weapons  research  and 
remain  employed  in  Russia  rather  than  talcing  their  expertise  to 
rogue  nations  or  possibly  terrorist  groups. 
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Question  for  the  Record 
Submitted  to  Richard  L.  Momingstar 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question  #16: 

What  is  the  status  of  efforts  under  the  Nunn-Lugar  program  in 
Russia  to  assist  it  in  securing  and  safely  disposing  of 
chemical  weapons? 


Answer;   The  U.S.  Department  of  Defense  (DoD)  continues  to  make 
progress  under  the  CTR  program  to  assist  Russia  in  the  safe, 
and  ecologically  sound  destruction  of  chemical  weapons  (CW) . 
Recently,  an  agreement  was  signed  specifically  expanding  the 
U.S.  assistance  to  include  manerials  and  services  leading  to 
the  creation  of  a  Russian  nerve  agent-filled  artillery 
munitions  destruction  facility-   This  agreement,  entitled 
"Amendment  to  the  30  July  1992  Agreement  between  the  Department 
of  Defense  of  the  United  States  of  America  and  the  President's 
Committee  on  Conventional  Problems  of  Chemical  and  Biological 
Weapons  of  the  Russian  Federation  Concerning  the  Safe,  Secure, 
and  Ecologically  Sound  Destruction  of  Chemical  Weapons"  was 
signed  on  May  28,  1996.   Subsequently,  DoD  and  the  Russian 
Federation  Ministry  of  Defense  (MoD)  completed  an  Implementing 
Arrangement  under  this  agreement  that  established  the  general 
principles,  goals,  and  responsibilities  to  implement  a  joint 
project  leading  to  the  creaTiion  of  a  Russian  CW  destruction 
facility  at  Shchuch'ye,  in  the  Kurgan  Region.   Procurement 
actions  are  already  underway  -o  obtain  the  services  of  a  U.S. 
contractor  to  provide  Engineering  Management  Support  to  Russia 
for  the  requirements  of  the  joint  project. 
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Several  events  have  facilitated  this  progress,  including  the 
appropriation  by  the  Congress  of  FY96  funds  to  support  the 
planning  and  design  of  a  CW  destruction  facility  in  Russia,  and 
the  successful  completion  by  the  U.S.  and  Russian  Governments 
of  a  joint  evaluation  of  the  Russian  proposed  two-stage 
chemical  nerve  agent  destruction  process  of  neutralization 
followed  by  bituminization.   Also,  on  March  21,  1996,  the 
Russian  Federation  Government  adopted  their  Federal  Program  for 
"Destruction  of  Chemical  Weapons  in  the  Russian  Federation." 

Additionally,  DoD  released  a  Request  for  Proposal  on  June  17, 
1996  to  obtain  the  services  of  a  U.S.  contractor  to  assist  in 
the  establishment  of  a  Russian  Central  Chemical  Weapons 
Destruction  Analytical  Laboratory  to  be  located  at  the  Moscow 
State  Scientific  Research  Institute  of  Organic  Chemistry  and 
Technology  (GosNIIOKht) .   A  site  visit  by  the  potential  bidders 
was  scheduled  for  July  23,  1996,  and  the  contract  award  is 
scheduled  for  1st  Quarter,  FY97 .   Three  mobile  laboratories, 
procured  earlier  this  year  to  provide  assistance  in  chemical 
agent  monitoring  at  Russian  CW  storage  and  destruction  sites, 
are  currently  en  route  to  Russia  with  delivery  anticipated  by 
August  28,  1996.   Congressional  skepticism  of  Russia's  intent 
to  comply  with  arms  control  commitments  in  the  chemical  and 
biological  weapons  area  have  severely  limited  the  funding  and 
therefore  the  pace  of  the  U.S. -Russian  CW  disposal  progress. 
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Question  for  the  Record 
Submitted  to  Ricliard  L.  Momingstar 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 

Question  #17; 

What  is  the  status  of  housing  construction  related  to 
demilitarization  efforts  in  Russia  and  Ukraine  and  financed 
under  the  Nunn-Lugar  program?   Are  we  pretty  much  out  of  that 
business  now? 

How  much  has  been  spent  on  such  housing  in  those  two  countries? 

How  important  was  such  housing  construction  to  achieving  our 
goals  in  those  two  countries  regarding  denuclearization  efforts? 

How  successful  have  the  joint  ventures  in  housing  construction 
been  in  Russia  and  Ukraine  that  were  established  with 
assistance  under  the  Nunn-Luaar  program?   Do  they  appear  to 
have  a  chance  at  becoming  viable  enterprises  in  the  new 
economies  of  those  states? 


Answer:   All  the  projects  are  underway  and  we  are  bringing  them 
to  conclusion.   We  have  not  requested  or  planned  or  budgeted 
for  any  additional  funds  for  housing  projects  in  1996  or  1997, 
and  we  have  no  plans  to  do  so  in  the  future. 

The  following  depicts  financial  aspects  related  to  CTR  housing 
projects  in  Russia  and  Ukraine: 

NOTIFIED        Qgl^Iy-ATEP       DISSURgED 
Russia    $20M  $19,999,954     $990,704.45 

Ukraine   $55M  $54,896,972     $32,163,000 

Please  note  that  funds  are  net  disbursed  to  contractors  or  . 
other  government  agencies  until  after  services  are  rendered. 
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Thus,  the  total  of  funds  disbursed  does  not  reflect  the  total 
of  work  completed.   Rather,  work  completed  is  better  reflected 
by  the  obligation  figures  that  signify  activities  under 
contract . 

The  U.S.  Government's  willingness  to  assist  these  two  countries 
with  their  housing  needs  has  been  a  key  element  in  achieving 
our  goals  of  denuclearization  of  Ukraine  and  reduction  of 
nuclear  weapons  in  Russia.   The  housing  programs  were  very  much 
wanted  and  needed  by  the  two  countries  because  they  effectively 
helped  them  deal  with  the  problems  associated  with  the 
dismantlement  of  their  nuclear  weapons  establishments  and 
transition  to  a  post  cold-war  economy.   Both  the  Ukrainian  and 
Russian  Governments  legally  require  housing  for  the  officers  in 
the  Strategic  Rocket  Forces  upon  retirement  or  before  officers 
can  be  demobilized.   Without  housing  assistance,  demobilization 
of  these  officers  and  associated  dismantlement  activities  would 
have  been  substantially  delayed,  if  not  impossible. 

It  is  too  early  to  tell  how  successful  these  joint  ventures 
will  be  because  we  are  not  far  into  the  progrcim.   If  the 
venture  is  successful  in  becoming  a  low  cost  supplier,  then  it 
has  the  potential  to  become  a  viable  business.   In  Russia, 
there  has  been  some  difficulty  in  forming  a  viable  joint 
venture  between  US  and  Russian  partners  for  the  production  of 
housing,  under  the  Protocol  on  Cooperation  in  the  Field  of 
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Implementation  of  Certain  Defense  Conversion  Projects  of 
December  16,  1993.   In  spite  of  some  unfortunate  MOD 
involvement  in  business  decisions,  there  remains  the  potential 
for  the  venture  to  become  viable. 

In  Ukraine,  the  joint  ventures  in  housing  have  been  successful 
in  achieving  the  primary  goal  of  building  housing  for  former 
military  officers.   This  is  pursuant  to  the  "Agreement  Between 
the  Department  of  Defense  of  the  United  States  of  America  and 
the  Ministry  of  Machine  Building,  Military-Industrial  Complex, 
and  Conversion  of  Ukraine  Concerning  the  Conversion  of 
Enterprises  of  the  Military-Industrial  Complex, "  signed  on 
March  21,  1994.   The  US  partners  have  decided  to  disband  their 
joint  venture  arrangements  upon  full  completion  of  the  projects. 


204 


Question  for  the  Record 
Submitted  to  ?d.cliard  L.  Momingstar 

by  Chairnpr:  Benjamin  Gil  man 

Committee  on  International  Relations 

June  13,  1996 


Question  »18; 

What  role  does  defense  conversion  play  in  achieving  our  goals 
under  the  Nunn-Lugar  program?   In  other  words,  why  did  the  US 
choose  about  80  military-industrial  enterprises  in  Russia  — 
out  of  the  hundreds  if  not  thousands  of  such  enterprises  in 
that  country — and  identify  them  as  targets  for  US  defense 
conversion  efforts? 

Can  you  give  us  examples  of  successful  defense  conversion 
projects  in  the  states  of  the  former  Soviet  Union  financed  by 
the  Nunn-Lugar  program??   Have  those  and  other  conversion 
projects  prevented  the  military  enterprises  involved  from 
continuing  or  returning  to  their  original  military-industrial 
output? 


Answer:   CTR  defense  conversion  works  to  establish  partnerships 
between  US  companies  and  NI5  enterprises  engaged  in  the 
production  of  weapons  of  mass  destruction.   The  goal  is  to 
assist  them  in  reorienting  their  capabilities  toward  civilian 
pursuits.   The  enterprises  chosen  were  selected  in  accordance 
with  CTR  legislation  requirements.   The  enterprises  had  to  have 
been  engaged  in  WMD  production  in  order  to  qualify  for 
assistance.   The  selection  of  these  enterprises  were  made 
through  the  interagency  process  and  provided  to  the  CTR 
program.   US  industry  was  then  provided  the  opportunity  to  form 
teaming  arrangements  with  ar.y  of  the  enterprises  on  the  list 
and  submit  proposals  for  funding. 

The  joint  venture  between  Pyelocorp  Scientific  Inc.  and 
Gidromash,  in  Kazakstan,  for  the  1)  production  of  pressure 
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equipment  such  as  colunms,  heat  exchangers,  vessels,  as  well  as 
crygenic  vessels  and  tanks  for  the  storage  and  transportation 
of  liquid  gases;  2)  forming  of  carbon  and  stainless  steel 
plates  and  serial  manufacturing;  and  3)  manufacturing  of 
precision  valves  and  fittings  for  industrial  applications  has 
been  very  successful.   This  joint  venture,  signed  under  the 
"Agreement  between  the  Department  of  Defense  of  the  United 
States  of  America  and  the  Ministry  of  Defense  of  the  Republic 
of  Kazakstan  Concerning  the  Conversion  of  Military  Technologies 
and  Capabilities  into  Civilian  Activities"  of  March  19,  1994, 
has  transformed  Gidromash  into  a  commercial  enterprise.   More 
than  65,000  square  meters  in  several  buildings  has  been 
converted  to  commercial  use.   Gidromash  was  previously  engaged 
in  rocket  production.   This  venture  is  likely  to  keep  growing 
and  provide  a  boost  to  other  defense  enterprises  in  Kazakstan 
seeking  to  convert  to  commercial  production  of  non-WMD  goods. 

The  joint  venture  between  American  Industrial  Development 
Corporation  (AIDCO)  and  Orizon,  of  Smela,  Ukraine,  for  the 
production  of  PVC  multiple  layered  windows  holds  great 
promise.   This  project  was  initiated  under  the  "Amendment  to 
the  Agreement  between  the  Department  of  Defense  of  the  United 
States  of  America  and  the  Ministry  of  Machine  Building, 
Military-Industrial  Complex,  and  Conversion  of  Ukraine 
Concerning  the  Conversion  of  Enterprises  of  the  Military 
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industrial  Complex,"  of  March  21,  1994.   The  project  will 
initially  convert  8,000  square  meters  of  floor  space  and  100 
workers.   Production  is  to  begin  in  October  1996.   The  joint 
venture  is  progressing  smoothly  and  the  partners  are  working 
well  together.   Currently,  they  are  setting  up  the  production 
floor  with  U.S.  equipment.   Orizon  is  known  for  its  production 
of  electronic  apparatus  and  space  navigation  systems.   It  is 
aggressively  seeking  to  diversify  into  commercial  production  of 
non-WMD  goods.   These  projects  are  ongoing.   While  it  is 
impossible  to  guarantee,  there  is  no  evidence  to  suggest  that 
the  converted  sectors  of  these  enterprises  would  return  to 
their  original  military  industrial  output. 
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Quest:ioc  for  the  Record 
Submitted  to  Richard  L-  Momingstar 

by  Chairnis^  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 

Question  #19; 

What  is  the  status  of  the  project  to  construct  a  high-security 
storage  facility  —  using  Nunn-Lugar  assistance  —  for 
Plutonium  and  warheads  taken  from  dismantled  Russian  launchers 
in  Mayak,  Russia? 

Is  it  true  that  the  Director  of  the  Russian  Ministry  of  Atomic 
Energy,  Viktor  Mikhailov,  had  insisted  that  the  US  pay  benefits 
and  wages  to  employees  of  his  ministry  as  well  before  he  would 
allow  work  to  go  forward  on  this  project? 

Answer;   After  a  slow  start,  significant  progress  has  been  made 
on  the  Fissile  Material  Storage  Facility  (FMSF)  in  the  last 
year.   The  design  is  currently  at  the  concept  (35%)  level, 
which  is  the  normal  level  required  to  begin  US  construction 
projects.   Construction  is  proceeding  well  with  approximately 
fifty  percent  of  the  foundation  slab  completed.   The 
foundation,  which  will  contain  19,400  cubic  meters  of  concrete 
and  2,000  tons  of  reinforced  steel,  should  be  completed  in 
August  1996,  and  work  on  external  walls  and  doors  is  expected 
to  be  complete  this  year.   Reports  from  the  U.S.  Army  Corps  of 
Engineers  (USAGE)  representatives  at  Mayak  indicate  proper 
construction  techniques  and  quality  standards  are  being  met. 
All  DoD-provided  construction  is  at  Mayak  and  the  final 
training  for  it  is  scheduled - 

Direction  and  guidance  for  design  and  construction  planning 
management  for  the  FMSF  are  provided  through  the  Joint  Senior 
Implementing  Group,  consisting  of  senior-level  officials  from 
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DoD  and  MINATOM  pursuant  to  the  "Agreement  between  the 
Department  of  Defense  of  the  United  States  of  America  and  the 
Ministry  of  Atomic  Energy  of  the  Russian  Federation  Concerning 
the  Provision  of  Material,  Services,  and  Training  Relating  to 
the  Construction  of  a  Safe,  Secure,  and  Ecologically  Sound 
Storage  Facility  for  Fissile  Material  Derived  from  the 
Destruction  of  Nuclear  Weapons",  signed  2  September  1993  and 
amended  20  June,  1995.   Implementation  of  CTR  assistance 
associated  with  the  design  and  construction  of  the  FMSF  are 
directly  supervised  by  USACE  and  executed  by  its  contractor, 
Bechtel  National,  Inc.   USACE  and  Bechtel  representatives  have 
established  a  temporary  construction  site  office  at  Mayak  and 
work  closely  with  their  Russian  counterparts  (representatives 
from  the  Mayak  Production  Association  and  the  South  Urals 
Construction  Company) . 

The  Russian  Ministry  of  Atomic  Energy  has  the  lead  for  design 
and  construction  activities  and  the  DoD  provides  CTR  assistance 
in  the  form  of  materials,  services,  and  training.   DoD 
technical  experts  and  engineers,  with  representatives  from  the 
U.S.  Department  of  Energy,  work  closely  with  the  Russian  design 
bureau,  VNIPIET,  to  insure  the  FMSF  meets  security,  safety  and 
other  requisite  standards  for  plutonium  storage  and  that 
appropriate  material  control  and  accounting  equipment  will  be 
installed  to  meet  appropriate  transparency  requirements. 
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When  completed  in  1999,  the  FMSF  will  be  capable  of  safely  and 
securely  storing  50,000  fissile  material  containers  (FMC) 
containing  material  from  dismantled  nuclear  weapons.   In  a 
related  CTR  project,  under  the  "Agreement  Between  the 
Department  of  Defense  of  the  United  States  of  America  and  the 
Ministry  of  Atomic  Energy  of  the  Russian  Federation  Concerning 
the  Safe  and  Secure  Transportation  and  Storage  of  Nuclear 
Weapons  Through  the  Provision  of  Fissile  Material  Containers," 
signed  17  June  1992,  as  amended  28  May  1996,  DoD  will  be 
providing  FMCs  for  use  at  the  FMSF.   Under  this  agreement, 
which  is  funded  with  $50  million  in  CTR  funds,  a  contract  was 
awarded  to  design  and  manufacture  FMCs.   Approximately  24,000 
FMCs  are  now  being  manufactured  and  delivered  to  Mayak. 
Delivery  should  be  complete  in  the  summer  of  1997 .   The  FMSF 
will  store  the  highly  enriched  uranium  and  plutonium  from 
approximately  12,500  dismantled  nuclear  weapons. 

The  Minister  of  MINATOM,  V.  Mikhailov  suggested  that  the  U.S. 
pay  benefits  and  wages  to  employees  of  his  ministry  before  he 
would  allow  work  to  go  forward.   The  U.S.  refused  and  Mikhailov 
did  not  insist  that  this  be  a  prerequisite. 
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Question  for  the  Record 
Submitted  to  ?vi chard  L.  Momingstar 

by  ChairEEu:  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question  #20; 

The  Nunn-Lugar  program  reportedly  will  expend  about  $130 
million  over  the  next  few  years  in  sealing  off  186  tunnels  at 
the  old  Soviet  Nuclear  Test  Range  at  Semipalatinsk  in  Kazakstan. 

Is  this  project  set  to  go  forward  and  how  long  will  it  take  to 
complete? 

The  effects  of  radiation  from  Semipalatinsk  on  local  Kazakstani 
children  have  been  reported  as  horrendous  in  some  cases.   What 
will  be  the  benefits  for  the  local  environment  and  the  health 
of  the  local  residents  of  this  project? 

How  do  we  connect  such  efforts,  as  worthwhile  as  they  may  be, 
to  the  overriding  US  interes-i:  to  see  nuclear  missiles  and  other 
launchers  dismantled  and  their  warheads  safely  stored  away? 


Answer:   The  total  cost  of  the  Degelen  Mountain  Tunnel 
Neutralization  Program  is  estimated  at  $14.!)  million.   This 
program  was  initiated  under  the  "Agreement  between  the 
Department  of  Defense  of  the  United  States  of  America  and  the 
Ministry  of  Science  and  New  Technologies  of  the  Republic  of 
Kazakstan  Concerning  the  Elimination  of  Infrastructure  of 
Weapons  of  Mass  Destruction,"  signed  22  September  1995,  and  3 
October  1995. 

The  first  tunnel  (Tunnel  1?2'  was  closed  on  2  April  96.   Tunnel 
closures  are  currently  on-gomg.   Expected  project  completion 
is  in  September  1999. 
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The  objectives  of  the  tunnel  closure  are  to  (1)  deny  access; 
(2)  render  the  tunnel  useless  for  testing;  and  (3)  be 
environmentally  sound. 

Denying  access  to  the  tunnels  is  particularly  important  for  the 
health  of  local  Kazakstanis .   DoD  workers  at  Degelen  witness 
"poaching"  activities  on  a  daily  basis — local  Kazakstanis 
entering  the  tunnels  to  strip  out  abandoned  copper  cable — and 
have  observed  the  use  of  children  for  this.   Poaching  poses 
serious  health  risks  because,  although  not  all  of  the  tunnels 
are  radioactive,  nuclear  devices  were  detonated  in  some  of  the 
tunnels  to  which  locals  have  access.   Obviously,  objectives  2 
and  3  will  also  have  positive  health  effects.   Preventing 
further  testing  prevents  the  further  contamination  of  the  site, 
and  closing  the  tunnels  in  an  environmentally  sound  way  limits 
the  amount  of  radioactivity  that  can  escape  the  site. 

Nuclear  testing  is  an  integral  part  of  nuclear  weapons 
development.   Neutralizing  the  test; tunnels  at  Degelen  will 
both  mitigate  the  risk  of  clandestine  testing  at  this  site  and 
eliminate  FSU  infrastructure  on  Kazakstan  soil  that  previously 
supported  development  of  weapons  of  mass  destruction.   These 
points  are  of  particular  importance  when  it  comes  to  the 
verif lability  of  the  CTBT. 
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Question  for  the  Record 
Siibmitted  to  Richard  L.  Momingstar 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question  »35; 

How  many  warheads  are  being  added  each  year  to  Russia's 
inventory  of  warheads  that  are  not  mounted  on  launchers  -- 
which  I  understand  is  an  already  large  inventory  of  perhaps 
20,000  warheads  —  as  Russia  implements  the  provisions  of  the 
START-I  Treaty  or  carries  out  other  programs  that  involve 
military  force  reductions?? 

Do  such  increases  in  this  inventory  only  add  to  the  problems  of 
nuclear  materials  control  in  Russia  at  a  time  when  the  US  is 
trying  to  help  with  this  problem?? 

Where  are  such  unused  nuclear  warheads  stored  in  Russia? 


Answer;   On  average,  6Q0-7C0  strategic  warheads  have  been 
removed  from  delivery  systems  in  the  former  Soviet  Union  each 
year  since  1990.   Russian  officials  have  stated  that  Russia  is 
dismantling  about  2,000  warheads  per  year.   As  a  result, 
Russia's  total  inventory  of  nuclear  warheads  (i.e.,  deployed 
and  non-deployed  warheads)  is  estimated  to  have  decreased  to 
roughly  25,000. 

While  most  nuclear  warheads  have  devices  to  protect  them 
against   unauthorized  detonation,  it  is  true  that  they  may  pose 
a  greater  proliferation  threat  when  detached  from  bulky  launch 
systems.   With  the  nuclear  •"--arhead  inventory  in  fact 
decreasing,  it  follows  that  z'tib   amount  of  fissile  materials 
from  dismantled  warheads  wovld  actually  increase.   This  results 
in  additional  concerns  abou-  theft  and  proliferation,  and  the 
need  to  ensure  proper  safety  and  security  of  both  warheads  and 
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the  resulting  fissile  materials  during  transportation  and 
storage.   Under  CTR,  assistance  in  safe  and  secure 
transportation  and  storage  of  nuclear  warheads  has  been 
provided  to  address  that  very  threat,  and  DOE  is  pursuing 
programs  of  assistance  for  protecting  nuclear  materials.   CTR 
assistance  had  been  provided  under  the  "Agreement  Between  the 
Department  of  Defense  of  the  United  States  of  America  and  the 
Ministry  of  Defense  of  the  Russian  Federation  Concerning 
Cooperation  in  Nuclear  Weapons  Storage  Security  Through 
Provision  of  Material,  Services,  and  Related  Training,"  and  the 
"Agreement  Between  the  Department  of  Defense  of  the  United 
States  of  America  and  the  Ministry  of  Defense  of  the  Russian 
Federation  Concerning  Cooperation  in  Nuclear  Weapons 
Transportation  in  Security  Through  Provision  of  Material, 
Services,  and  Related  Training,"  both  signed  on   3  April  1995. 

Non-deployed  nuclear  warheads  are  currently  stored  at  central 
and  force  level  storage  facilities  in  Russia.   The  number  of 
these  facilities,  too,  has  decreased  and  should  decline  further 
as  Russia  continues  to  consolidate  and  dismantle  its  warheads. 
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Question  for  the  Record 
Submitted  tc  FJLcliard  L.  Momingstar 

by  Chairman  Benjamin  Gilman 

Committee  on  Ii:t:emational  Relations 

June  13,  1996 


Question  #  36; 

Mr.  Morningstar  and  Ms.  Rohlfing,  please  explain  the  difference 
between  the  Energy  Department's  "Industrial  Partnering  Program" 
and  the  State  Department's  International  Science  and  Technology 
Centers  in  Moscow  and  Kiev,  if  any. 

Both  of  these  efforts  appear  to  be  aimed  at  reducing  the 
chances  that  former  Soviet  weapons  scientists,  engineers  and 
technicians  might  sell  their  expertise  to  rogue  regimes.   But 
do  they  duplicate  each  other? 


Answer; 

You  are  correct  in  stating  that  both  of  these  programs  share 
the  major  goal  of  reducing  the  potential  for  the  proliferation 
of  weapons  of  mass  destruction  expertise.   There  are  some 
significant  differences,  however,  between  the  two  programs. 

For  instance,  the  ISTC  is  a  multilateral  effort,  where  US  funds 
are  leveraged  with  contributions  from  the  European  Union, 
Japan,  and  other  nations  as  well  as  inter-governmental  and 
non-governmental  partners  ($50  million  leveraged  of  non-USG 
funds  through  FY96) .  The  I??  is  a  bilateral  effort  between  the 
US  and  each  of  the  recipient  NIS  countries.   The  IPP  also 
leverages  non-USG  funds  and  has  the  direct  involvement  of  US 
industry  which  has  providec  over  $24  million  of  in-kind 
contributions  to  IPP  cost  shared  projects. 
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We  currently  have  an  effort  underway  to  review  the  missions, 
organization,  and  operation  of  these  two  programs  as  well  as 
other  US  assistance  in  the  Science  and  Technology  areas  to 
determine  what  improvements  might  be  made  to  increase  the 
effectiveness  and  efficiency  of  these  US  programs  and  ensure 
that  there  is  not  duplication  or  redundancy. 

One  decision  I  have  already  reached  is  that  there  is  a  critical 
need  for  greater  coordination  and  exchange  of  data  between 
these  types  of  USG  assistance/cooperative  programs.   We  have 
established  an  experts  working  group  to  address  this  issue  and 
develop  recommendations  for  a  database  of  the  various  projects 
funded  and  proposals  considered  by  USG  agencies  in  the  science 
and  technology  area.   This  is  to  ensure  we  are  not  funding  the 
same  proposal  twice  and  that  our  limited  assistance  funds  are 
most  effectively  addressing  our  non  proliferation  goals. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Chairman  Oilman 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   Mr.  Morningstar  and  Ms.  Rohlfing,  what  role  does  the 
State  Department  Coordinator' s  office  play  in  ensuring  proper 
coordination  with  other  donors  and  institutions  such  as  the 
European  Bank  for  Reconstruction  and  Development  in  financing 
nuclear  reactor  safety  work  in  the  Newly  Independent  States? 


ANSWER:   The  Senior  Coordinator  for  Nuclear  Reactor  Safety  in 
the  State  Department  has  programmatic  responsibility  for  U.S. 
reactor  safety  policy  in  the  Newly  Independent  States.   She  is 
also  the  U.S.  representative  to  the  G-7  Nuclear  Safety  Working 
Group  and  head  of  delegation  at  the  EBRD-administered  Nuclear 
Safety  Account.   The  latter  was  established  by  the  G-7  in  1993 
to  supplement  bilateral  and  EU  assistance  programs  in  providing 
short-term  safety  upgrades  to  the  region's  least  safe  civilian 
reactors.   The  Coordinator  for  U.S.  Assistance  to  the  NIS 
relies  heavily  on  the  Ser>ior  Coordinator  for  guidance  to  ensure 
that  overall  spending  on  reactor  safety  programs  fully  reflects 
USG  nuclear  reactor  safety  policy  and  takes  into  account  the 
efforts  of  other  donors  and  multilateral  institutions. 
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Question  for  the  Record 

Submitted  to  Anne  Slgmund 

by  Chairman  Gllman 

Committee  on  International  Relations 

June  13,  1996 


Question: 

38.   Ms.  Slgmund,  USIA  has  long  had  a  "Business  for 
Russia"  exchange  program,  obviously  dedicated  to  exchanges 
Involving  entrepreneurs  in  Russia.   Is  there  yet  a 
"Business  for  Ukraine"  exchange  program?   If  not,  why  not? 
If  so,  why  did  it  take  so  long  to  set  one  up  outside  of 
Russia? 


Answer; 

USIA  is  in  the  process  of  expanding  the  highly 
successful  "Business  for  Russia"  program  by  using  it  as  a 
model  for  the  new  "Community  Connections"  program,  which 
will  bring  over  entrepreneurs  and  local  government  officials 
from  Ukraine,  Russia  and  Moldova.   Recruitment  for  the  new 
program  began  this  summer  in  10  Ukrainian  regions;  the  first 
participants  will  arrive  In  the  United  States  for 
Internships  this  winter.   USIA  received  FREEDOM  Support  Act 
funding  for  this  new  program  in  May  1996,  and  launched  the 
start-up  phase  of  the  program's  Ukrainian  component  in  a 
timely  fashion,  with  a  substantial  amount  of  input  from  the 
U.S.  Embassy  In  Kiev,  as  well  as  from  U.S.  nongovernmental 
organizations  with  a  presence  In  Ukraine. 
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Question  for  the  Record 

Submitted  to  Anne  Sigmund  and  Richard  L.  Morningstar 

by  Chairman  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

39.   Ms.  Sigmund,  what  is  USIA's  budget  request  for  Fiscal 
Year  1997  for  its  programs  in  the  Newly  Independent  States? 
Ms.  Sigmund  and  Mr.  Morningstar,  do  you  expect  that  there 
will  be  more  transfers  of  FREEDOM  Support  Act  funds  from  AID 
to  USIA  to  support  USIA  programs  in  the  NIS?   If  so,  how 
much  and  how  does  that  compare  to  the  total  amounts  planned 
to  be  transferred  to  USIA  from  AID  in  Fiscal  Year  1996? 


Answer: 

In  FY  1996,  USIA  will  receive  transfers  totaling  $32.7 
million  from  USAID  for  exchange  programs  in  the  NIS.   USIA 
has  requested  $34.7  million  in  FY  1997  FREEDOM  Support  Act 
funding  for  exchange  programs  in  the  NIS,  representing  a  six 
percent  increase  over  FY  1996.   USIA's  base-budget 
commitment  for  NIS  exchanges  in  FY  1996  is  approximately  $23 
million.   The  Administration's  FY  1997  budget  for  USIA,  if 
enacted  at  the  proposed  level  of  $202  million,  would  support 
an  increase  of  up  to  15  percent  relative  to  FY  1996. 
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Question  for  the  Record 

Submitted  to  Anne  Sigmund 

by  Chairman  Gllman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

40.   Ms.  Sigmund,  how  does  USIA  measure  success  in  its 
programs  in  the  Newly  Independent  States?   In  other  words, 
how  do  you  measure  the  impact  of  your  programs  in  support  of 
economic  and  political  transformation  in  those  countries? 
Through  simple  numbers  of  participants  and  dollars  expended? 
Through  post-participant  evaluations? 

How  does  USIA  coordinate  with  the  State  Department  and 
AID  to  ensure  that  its  programs  are  carried  out  in  the 
NIS  in  a  way  that  supports  the  overall  effort  to 
further  U.S.  national  interests  in  reform  in  those 
countries? 


Answer: 

The  majority  of  USIA's  exchange  programs  are  academic; 
participants  range  from  high  school  students  to  graduate 
students  to  faculty  members.   Because  these  academic 
programs  target  up-and-coming  reformers,  the  impact  of  these 
programs  will  be  seen  most  noticeably  over  the  next  five  to 
ten  years.   However,  USIA's  academic  programs  are  having  a 
more  immediate  impact  as  well.   USIA  has  been  developing  a 
cadre  of  reform-oriented  individuals--USIA  program  alumni, 
who  participate  in  follow-on  and  networking  activities  after 
returning  to  their  home  countries.   Many  USIA  academic 
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program  alumni,  particularly  graduate  students,  have 
returned  to  positions  of  influence  in  the  parliaments  and 
executive  branches  of  their  countries '  governments  or  in  the 
private  sector.   In  comparison,  USIA's  professional  exchange 
programs,  which  often  include  senior-level  NIS  officials, 
have  shown  an  even  more  immediate  impact  on  the  course  of 
reform  in  the  NIS. 

USIA  has  conducted  extensive  evaluations  of  its  NIS 
programs,  using  teams  of  independent  program  evaluators  and 
USIA  officers.   USIA  has  administered  questionnaires  to  U.S. 
and  NIS  participants,  and  has  conducted  U.S.  and  NIS  site 
visits.   A  significant  focus  of  these  evaluations  has  been 
to  determine  how  and  to  what  extent  USIA's  exchange  programs 
are  supporting  U.S.  foreign  policy  objectives,  by  examining 
both  their  impact  on  individual  participants  in  terms  of 
knowledge  and  experience  acquired,  as  well  as  their  impact 
on  the  pace  and  direction  of  political  and  economic  reform 
in  each  NIS  country.   For  example,  in  evaluating  its 
"Business  for  Russia"  (BFR)  program,  USIA's  partner 
organization,  Russia's  Federal  Employment  Service  (FES), 
recently  conducted  a  survey  of  16  regional  offices  which 
have  participated  in  the  BFR  program.   According  to  FES,  the 
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BFR  program  has  resulted  in  the  creation  of  50  new  companies 
and  641  new  jobs.   USIA  also  administers  pre-  and  post- 
program  surveys  of  participants'  attitudes  towards 
democracy.   USIA's  offices  in  Russia  also  hold  alumni 
meetings  and  communicate  regularly  with  program  alumni,  who 
are  linked  through  a  newsletter  and  electronic  "listserv." 

As  for  interagency  coordination,  USIA  works  closely 
with  Ambassador  Morningstar  and  his  staff  at  the 
Coordinator's  Office,  the  country  teams  at  each  of  our 
twelve  embassies  in  the  NIS,  and  local  experts  to  determine 
the  best  mix  of  programs  for  each  country  and  region.   For 
example,  in  Moscow,  an  assistance  coordination  group  meets 
monthly  to  share  information  on  assistance  efforts,  and  USIA 
is  an  active  participant  in  these  meetings. 

The  Democracy  Funds  Small-Grants  Program  is  an  another 
example  of  effective  interagency  cooperation.   Each  of  our 
embassies  has  convened  an  interagency  Democracy  Committee 
composed  of  the  Ambassador,  political  and  economic  officers, 
USIA  and  USAID  representatives,  and  often  members  of 
nongovernmental  organizations  (NGOs).   Each  Committee  has 
submitted  a  democracy  strategy,  outlining  specific 
priorities  and  linking  them  to  other  U.S.  Government  and 
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private-sector  programs,  for  approval  by  the  State 
Department.   These  grants  are  awarded  at  the  direction  of 
each  Democracy  Committee  and  are  building  on  ongoing 
efforts,  promoting  small  projects  of  key  interest  to  each 
embassy.   For  example,  the  Democracy  Committee  in  Ukraine 
has  used  its  first  two  grants  to  promote  the  Ukrainian 
people's  awareness  and  understanding  of  their  newly  adopted 
Constitution. 

USIA  works  closely  with  the  State  Department,  the  White 
House  and  other  government  agencies  to  put  together  its 
U.S. -based  and  overseas  programs.   For  example,  the  Nuclear 
Regulatory  Commission  approached  USIA  for  help  in  bringing 
over  a  group  of  Ukrainian  parliamentarians  to  examine 
nuclear-safety  issues.   USIA  worked  closely  with  the 
Political  Section  of  our  embassy  in  Kiev  to  identify  an 
appropriate  group  of  participants,  and  the  NRC  helped  to 
secure  appropriate  meetings  for  the  group  during  its  visit 
to  the  United  States.   USIA  programs  provide  opportunities 
for  such  groups  to  meet  and  talk  with  their  U.S. 
counterparts.   For  example,  several  Russian  parliamentary 
delegations  have  been  briefed  on  the  U.S.  position  on  the 
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START  II  Treaty  by  Members  of  Congress  and  representatives 
of  the  Department  of  Defense. 
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Question  for  the  Record 

Submitted  to  Anne  Sigmund 

by  Chairman  Gilman 

Committee  on  International  Relations 

June  13,  1996 


Question; 

41.   Ms.  Sigmund,  please  give  us  total  numbers,  by  category, 
of  participants  from  the  Newly  Independent  States  in  USIA 
programs  for  exchanges,  training  and  so  on  since  the  start 
of  USIA  programs  in  the  region. 

Please  provide  us  with  the  funding  figures  for  each  of 
the  Fiscal  Years  1991  through  1996  for  USIA  activities 
in  the  Newly  Independent  States,  specifically,  the 
total  amount  available  in  each  of  those  years  to  USIA 
for  such  activities  from  its  base  budget  and  from  other 
sources  (such  as  AID  transfers)  and  the  figures  for 
obligations  and  expenditures  for  each  of  those  years. 


Answer: 

USIA  is  in  the  process  of  gathering  this  information, 
which  it  will  submit  separately. 
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Question  for  the  Record 

Submitted  to  Richard  L.  Momingstar 

By  Chairman  Benjamin  Gilman 

House  International  Relations  Committee 

June  13,  1996 


Question  #42; 

Ambassador  Morningstar,  I  see  that  in  your  testimony  you 
dedicated  a  paragraph  to  an  explanation  of  the  Defense 
Enterprise  Fund  (DEF) . 

It  is  my  understanding  that  responsibility  for  funding  and 
implementation  of  the  DEF  will  now  be  with  the  State 
Department.   Is  that  correct? 

Why  is  the  State  Department  taking  responsibility  for  this 
program  from  the  Department  of  Defense  (Isn't  the  real  reason 
that  the  congressional  defense  committees  will  not  fund  one 
more  penny  for  this  program?) 

What  is  the  State  Department's  FY97  request  for  this  program? 
Is  this  out  of  the  FREEDOM  Funds?  What  other  programs  are  being 
cut  to  fund  this  program?   who  will  be  responsible  for 
implementing  this  program  at  State?   Given  that  you  are 
accountable  for  this  program  let  me  put  to  you  a  couple  of 
questions . 

First,  how  much  has  the  Congress  authorized  and  appropriated  to 
fund  the  DEF  to  date? 

Second,  in  your  view  what  amount  of  capitalization  is  necessary 
to  make  this  progrcim  self-sustaining?   (The  GAO  has  found  that 
DoD  officials  believe  the  fund  needs  at  least  $120  million  to 
become  self-sustaining — do  you  disagree  with  this  figure?   If 
we  have  only  put  $30  million  in  to  date  and  you  are  asking  for 
another  $20  million  in  FY97.  that  is  less  than  half  of  what 
some  say  is  necessary  to  make  the  fund  work--what  is  your  view?) 

Third,  how  much  has  the  DEF  raised  in  private  funds  to  date? 

Answer:   The  State  Department  is  already  operating  several 
enterprise  funds.   Thus,  it  makes  sense  to  have  the  Defense 
Enterprise  Fund  streamlined  -'ith  these  similar  types  of 
operations.   State  will  fund  the  DEF  in  FY97  for  its  final  year 
of  direct  US  Government  financial  support. 
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The  State  Department's  request  for  FY97  for  this  program  is  $20 
million.   No  programs  are  being  cut  to  fund  this  project.   The 
Department  of  State  has  taken  responsibility  for  funding  the 
DEF  for  FY97  and  funds  were  budgeted  in  the  Department  of  State 
FY97  Freedom  Support  Act  request. 

The  DEF  currently  operates  under  a  grant  through  the  Department 
of  Defense,  funded  under  the  Cooperative  Threat  Reduction 
(CTR)  program.  As  State  takes  on  responsibility  for  funding 
the  DEF  in  FY97,  this  grant  mechanism  must  be  reviewed  to 
ensure  a  smooth  transition  to  funding  through  the  FREEDOM 
Support  Act.   I  am  responsible  for  all  activities  funded 
through  the  FREEDOM  Support  Act  and  will,  of  course,  maintain 
this  responsibility  and  accountability  whatever  administrative 
arrangements  are  worked  out  to  effectively  manage  this 
program. 

The  Congress  has  authorized  and  appropriated  a  total  of  $60 
million  to  date  for  the  DEF.   Funds  obligated  and  dispersed  for 
the  DEF  total  $31.67  million. 

There  is  no  magic  number  for  capitalization  of  the  DEF  to 
ensure  the  Fund  can  be  self-sustaining.   The  DEF  has  revised 
its  estimates  downward  for  capitalization  to  make  the  program 
self-sustaining  to  about  $70  million.   This  is  due  to  the  fact 
that  it  will  be  able  to  operate  partially  with  cash  flows  that 
will  be  generated  from  e.xisting  investments.   The  DEF  also 
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hopes  to  raise  funds  from  the  private  sector  and  is  likely  to 
benefit  in  working  with  OPIC.   We  agree  that  the  DEF  can  become 
self-sustaining  after  a  total  of  $70  million  of  Government 
capitalization.   This  estimate  is  a  valid  benchmark  for 
sustainability  due  to  th6  dependence  on  a  predictable  stream  of 
returns.   A  portfolio  of  between  20-25  holdings  is  preferable 
to  achieve  the  diversification  desired  to  reduce  sensitivity  to 
a  poor  performance  of  one  or  more  of  the  holdings.   After  FY97, 
neither  DOD  or  the  Department  of  State  plan  to  provide  any  more 
USG  funds  to  the  DEF. 

For  every  one  dollar  invested  by  the  DEF,  its  partners  — 
Western  nations  and  those  NIS  countries  receiving  CTR 
assistance  —  are  contributing  six  dollars.   To  date,  more  than 
$120  million  of  private  funding  has  been  leveraged  through  DEF 
investments.   However,  no  private  funds  have  been  raised  for 
additional  capitalization  of  the  DEF. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Hon.  Lee  Hamilton 

House  International  Relations  Committee 

June  13,  1996 

QUESTION:   As  a  matter  of  policy,  what  is  your  view  of  cash 
transfers,  including  balance  of  payments  support,  as  a  tool  of 
our  bilateral  assistance  policy? 


ANSWER:   Generally  I  aun  opposed  to  the  use  of  cash  transfers  as 
a  tool  of  bilateral  assistance  policy.   Balance  of  payments 
deficits  often  reflect  structural  problems  that  are  best 
addressed  through  IMF  programs,  not  one-time  bilateral  cash 
transfers. 

In  some  instances,  however,  U.S.  humanitarian  commodity 
assistance  to  a  given  country  may  be  counted  by  the  IMF  towards 
closure  of  that  country's  balance  of  payments  gap.   Depending 
on  the  circumstances,  we  will  generally  work  with  the  recipient 
country  in  the  context  of  IMF  conditionality  to  ensure  that 
underlying  structural  problems  are  being  addressed.   We  are 
also  putting  more  and  more  direct  conditions  on  humanitarian 
assistance. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


QUESTION:   According  to  a  GAO  report  of  last  August  on 
assistance  to  Russia,  the  most  successful  AID  projects  had 
several  characteristics  in  common.   1)A11  levels  of  the 
Russian  government  provided  strong  support;  2) US  contractors 
had  a  long-term  physical  presence;  3) the  projects  were 
replicable,  and  contributed  to  systemic  reform.   Do  you 
agree  that  these  are  the  essential  criteria  for  a  successful 
project?  Are  these  standards  applicable  across  the  NIS? 


Answer:   I  agree  that  points  2)  and  3)  are  essential  and  are 
applicable  across  the  NIS.   On  the  GAO' s  first  essential 
element — that  all  levels  of  the  Russian  government  must 
provide  strong  support — I  would  offer  a  slightly  different 
statement.   For  a  project  to  be  successful  in  the  NIS,  the 
project  must  have  an  effective,  committed  local  interlocuter 
or  partner.   This  has  not  necessarily  been  the  government, 
depending  upon  the  program.   For  example,  in  our  media  and 
NGO  development  projects  the  inter locuters  are  private 
organizations.   Certainly  in  Russia,  the  success  of  numerous 
programs  did,  in  fact,  partially  result  from  multilevel 
support  from  the  government,  for  example  in  such  programs  as 
mass  privatization,  housing  privatization  and  urban  land 
reform,  and  capital  markets  development  assistance. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


QUESTION:   A  study  by  the  Tides  foundation  concludes  that 
small  scale  projects  have  been  among  the  most  successful 
forms  of  assistance  in  the  NIS,  and  that  we  should  increase 
funding  for  these  projects.   Do  you  agree?  have  we 
increased  the  proportion  of  small,  flexible,  grassroots 
projects  in  our  program? 


Answer:   I  agree  that  such  projects  have  been  among  the  most 
successful  activities  in  the  NIS  assistance.   We  have 
increased  the  number  of  smaller,  grassroots  implementers  and 
grantees  in  the  NIS  program  relative  to  large,  for-profit 
contractors.   The  NIS  assistance  effort  has  developed  new- 
programs  with  a  more  diverse  group  of  providers,  including 
PVOs,  other  not-for  profit  institutions  and  smaller  for- 
profit  firms. 

In  Russia,  45%  of  FY94  obligations  were  with  large  for- 
profit  firms.   In  ET95  the  percentage  of  obligations  to  for- 
profits  fell  to  29%.   This  year  in  Ukraine,  small  for-profit 
firms  are  responsible  for  implementing  much  more  of  the 
private  sector  restructuring  program  than  we  have  seen  in 
prior  years  in  the  NIS,   handling  now  the  new  public 
information  contract,  as  well  as  the  rural  land 
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privatization  program  and  the  housing  subsidy  education 
program.   The  Ukraine  program  has  recently  concluded  a 
contract  with  a  new  alliance  of  four  PVOS,  International 
Executive  Service  Corps,  Citizens  Democracy  Corps,  VOCA,  and 
MBA  Enterprise  Corps  to  expand  the  use  of  volunteer  experts 
in  all  aspects  of  the  USAID  program. 

Contracts  with  large  for-profit  firms  that  remain  have  been 
managed  quite  aggressively  to  reduce  costs  and  improve 
output.   The  use  of  indigenous  organizations  as 
subcontractors,   reduction  in  the  numbers  of  resident 
expatriate  advisors,  and  restructuring,   consolidation,  and 
non-renewal  of  these  contracts  have  created  greater 
flexibility  and  significant  savings.   In  the  rule  of  law 
programs,  ending  3  of  4  outstanding  contracts,  and  further 
management  changes  have  created  savings  of  $15  million  over 
three  years.   Examples  can  be  found  in  nearly  every  single 
program  area.   We  have  built  strong  working  relationships 
with  all  the  implementing  agencies  to  facilitate  continuous 
improvement  in  our  capacity  to  deliver  focused,  high  quality 
and  cost-effective  aid  to  the  NIS  region. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


General  Question; 

4:   How  "private"  are  privatized  firms  in  the  NTS?   Some  argue 
that  most  of  these  firms  are  nebulous  joint-stock  organizations 
which  (sic)  in  a  regulatory  framework  that  falls  far  short  of  a 
market . 

—     What  criteria  do  you  use  to  determine  when  a  firm  is 
private  —  51%  of  the  ownership  in  private  hands? 


Answer; 

It  is  impossible  to  characterize  all  "privatized"  firms  in 
the  NIS  as  comparable  to  private  businesses  in  Western 
economies,  because  the  degree  of  privatization  of  the  economy 
varies  considerably  across  the  individual  NIS  states.   For 
example,  Moldova  and  Russia  are  considerably  more  privatized 
than  Tajikistan  and  Turkmenistan.   The  degree  of  privatization 
can  also  vary  across  sectors  within  an  NIS  state.   For  example, 
privatization  is  moving  ahead  more  rapidly  in  Ukraine's 
industrial  sector  than  in  its  agricultural  one. 

A  variety  of  factors  —  such  as  price  liberalization,  the 
development  of  securities  markets,  and  government  policy  on 
competition  —  all  determine  whether  the  market  environment  is 
conducive  to  a  "privatized"  firm  operating  like  a  "Western" 
business  or  more  like  something  in-between.   Certainly,  in  some 
cases  there  are  legitimate  concerns  that  although  the  form  of  a 
company  might  have  changed,  it  essentially  is  operating  the 


233 


-2- 


same  old  way.   This  seems  to  be  particularly  true  of  some  of 
the  large  state  enterprises  that  have  now  been  privatized,  but 
have  not  been  broken  up  or  otherwise  changed  their  operations. 
While  by  definition  a  company  would  be  considered  private 
if  more  than  50%  is  in  private  hands,  we  do  not  use  a  specific 
standard  for  judging.   In  practice,  as  a  1993  survey  of  the 
Russian  privatization  effort  showed,  the  percentage  in  private 
hands  is  considerably  greater  than  51%  —  reaching  an  average 
of  87%  after  the  initial  privatizing  effort.   However,  to  judge 
whether  companies  are  really  functioning  as  privatized 
entities,  we  look  at  the  entire  environment.   The  start-up  of 
functioning  capital  markets,  as  we  have  seen  in  Russia  for 
example,  suggests  to  us  that  privatized  companies  are  beginning 
to  function  as  they  should.   Another  particularly  positive  sign 
is  the  development  of  small-scale  privatized  enterprises,  which 
essentially  did  not  exist  in  the  Soviet  era.   Their  development 
suggests  that  genuine  privatization  is  taking  hold  from  the 
ground  up. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Question; 

5.   Some  observers  believe  that  our  democracy  programs, 
especially  our  political  party-building  programs,  were 
overly  ambitious.   In  many  NIS  countries,  political  parties 
do  not  exist  beyond  their  leader;  as  a  result,  building 
institutions  is  very  difficult.   Do  you  agree? 


Answer ; 

Yes,  the  absence  of  genuine  political  party  systems  in 
the  NIS  countries  has  made  the  task  of  democratic 
institution-building  quite  challenging.   To  facilitate  the 
development  of  political  parties  in  what  are  often 
unfavorable  circumstances,  we  are  focusing  first  and 
foremost  on  strengthening  the  fundamental  elements  of  a 
civil  society--namely,  grassroots  organizations  and  interest 
groups--the  precursors  of  political  parties.   In  those  NIS 
countries  where  the  elements  of  a  civil  society  do  not  yet 
exist,  it  would  be  premature  to  launch  directly  into 
political-party  building  activities.   On  the  other  hand,  in 
those  NIS  countries  where  a  civil  society  is  taking  shape. 
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our  assistance  is  helping  put  In  place  the  building  blocks 
of  a  political  party  system. 

In  Russia,  for  example,  the  most  well-organized 
political  party  is  the  Communist  Party.   Russia's  other 
political  parties  are  still  somewhat  loosely  organized  and 
largely  personality-based  voting  blocs.   Once  elections  have 
occurred,  these  blocs  tend  to  fragment  back  into  their 
constituent  parts.   U.S.  political  party-building  assistance 
is  focused  on  helping  these  fledgling  organizations  become  a 
more  permanent  feature  of  Russia's  political  landscape.   To 
date,  this  assistance  has  been  focused  largely  on  party- 
building  at  the  national  level.   However,  we  are  now 
redirecting  an  increasing  amount  of  this  assistance  to 
promote  party-building  at  the  regional  and  local  levels.   We 
are  also  simultaneously  supporting  the  development  of 
nongovernmental  organizations  and  other  components  of  a 
civil  society  in  Russia,  and  the  same  is  true  of  our  efforts 
in  several  other  NIS  countries  as  well.   A  fully  functioning 
party  system  cannot  be  created  overnight,  nor  can  it  be 
imported  from  one  country  to  another.   Instead,  such  a 
system  must  gradually  develop  on  its  own  at  the  grassroots 
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level.   The  most  we  can  do  from  the  outside  is  to  help  this 
process  along  by  sharing  our  historical  experience. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 

QUESTION:   The  US  operates  three  enterprise  funds  in  the 
NIS.   All  got  off  to  a  slow  start,  though  the  Russian 
Investment  Fund  and  the  Central  Asian  Fund  are  now  spending 
out  at  a  higher  rate. 

•How  would  you  assess  the  current  status  of  the  three 
funds? 

•Why  is  the  expenditure  rate  so  low  for  the  Western 
NIS  fund  ($150  million  committed,  $45  million 
obligated,  $10,6  million  expended)? 

•Enterprise  funds  recently  have  received  negative  press 
coverage.  Allegedly,  management  problems  frequently 
impair  the  operation  of  the  funds.   Have  any  of  the  NIS 
funds  suffered  this  problem? 


Answer:    As  described  in  the  FREEDOM  Support  Act,  the 
purposes  of  the  Enterprise  Funds  are  to  promote  private 
sector  development,  including  small  businesses,  the 
agricultural  sector,  and  policies  and  practices  conducive  to 
the  development  of  the  private  sector. 

The  US-Russia  Investment  Fund  (TUSRIF)  was  created  in  the 
Spring  of  1995  by  consolidating  the  two  original  US 
government- funded  enterprise  funds  in  Russia.   To  date, 
TUSRIF  has  funded  approximately  $44.3  million  in  investments 
(through  June,  1996),  including  46  loans  in  their  Small 
Business  Lending  Program.    TUSRIF  has  made  progress  in 
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expanding  its  small  business  loan  program  through  the 
development  of  small  and  microenterprise  lending  programs 
using  third  party  service  providers,  and  the  expansion  of 
their  bank  partner  program. 

TUSRIF  is  involved  in  approximately  six  transactions  with  US 
joint  venture  partners,  and  is  actively  seeking  US  investor 
support  on  several  other  deals  under  consideration.   TUSRIF 
has  begun  to  make  progress  in  strengthening  the  financial 
sector  in  Russia,  through  its  bank  partner  lending  program, 
which  provides  training  to  Russian  credit  officers,  and 
through  a  recent  investment  in  private  brokerage  and 
investment  banking  firm. 

The  Central  Asian-American  Enterprise  Fund  (CAAEF)  has 
established  operations  and  funded  investments  in  all  five 
Central  Asian  Republics,  since  its  start-up  in  August,  1994, 
as  well  as  having  created  a  small  business  lending 
subidiary,  (Asian  Crossroads  Loan  Company) .   CAAEF  got  off 
to  the  most  efficient  start  of  all  of  the  NIS  funds,  and 
this  is  attributable  to  the  fact  that  its  CEO  had  already 
spent  several  years  in  Central  Asia,  and  based  himself  in 
Tashkent  from  the  fund's  inception.   As  of  June,  1996,  CAAEF 
has  invested  $25.5  million. 
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The  Western  NIS  Enterprise  Fund  (WNISEF) ,  also  established 
in  August,  1994,  has  funded  approximately  $8.4  million  of 
equity  investments  and  small  business  transactions  through 
June,  1996.   Relative  to  CAAEF,  the  WNISEF  has  gotten  off  to 
a  slow  start,  which  is  attributable  to  several  factors,  the 
most  significant  of  which  are  1) WNISEF  did  not  receive  the 
Ukrainian  government's  authorization  to  lend  until  June, 
1996,  and  thus  has  been  restricted  to  equity  investments  and 
operating  leases,  and  2) the  fund  has  placed  a  high  priority 
on  investment  in  projects  in  the  agriculture  and 
agribusiness  sector  (in  addition  to  light  manufacturing  and 
construction  materials) ;  this  sector  is  extremely  important 
for  the  development  of  the  region,  but  is  also  one  of  the  - 
most  difficult  sectors  in  which  to  close  solid  projects.   " 

Overall,  the  NIS  enterprise  funds,  in  my  assessment,  can 
have  an  important  demonstration  impact  on  the  NIS  region  by 
closing  profit-making  deals  with  small  and  medium-sized 
companies  in  extremely  difficult  legal,  economic,  and 
regulatory  environments.   The  negative  press  coverage  has 
focused  on  management  problems  in  the  Central  and  Eastern 
Europe  enterprise  funds;  the  NIS  funds  have  not  suffered 
from  this  problem. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Hon.  Lee  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   A  pattern  in  US  assistance  is  for  AID  to  perform 
feasibility  studies  and  pilot  programs  to  pave  the  way  for 
major  World  Bank  loans. 

Is  this  where  our  program  is  in  large  part  headed? 

What  are  the  strengths  and  weaknesses  of  this  reliance  on 
the  World  Bank  to  carry  forward  US  assistance  priorities? 


ANSWER:   By  working  with  the  World  Bank  and  other  international 
financial  institutions  we  are  able  to  leverage  large  amounts  of 
lending  with  relatively  small  amounts  of  grant  financing.   The 
advantages  of  following  this  strategy,  particularly  as  funding 
declines,  far  outweigh  potential  pitfalls.   In  many  instances 
World  Bank  loan  conditionality  helps  to  reinforce  reform 
processes  set  in  motion  by  U.S.  assistance  programs.   In  other 
cases  World  Bank  loans  may  help  finance  infrastructure 
development  projects  that  are  the  fruit  of  sectoral  reforms 
initiated  by  U.S.  advisors.   By  working  closely  with  the  Bank, 
the  U.S.  is  able  to  target  those  projects  that  it  feels  are 
most  important  to  bringing  about  long-term  change  in  the 
recipient  country,  and  long-term  benefit  to  U.S.  economic  and 
security  interests. 

Co-financing  with  the  World  Bank  recpaires  extra  attention 
to  coordination  and  consensus  building  if  potential  synergies 
are  to  be  fully  realized.   The  Bank  staff  answers  to  its  Board 
of  Directors  where  the  U.S.  is  very  influential,  but  does  not 
have  a  controlling  vote.   However,  we  share  common  objectives 
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with  most  Board  members  and  cooperation  to  date  with  the  Bank 
has  been  excellent.   We  have  no  reason  to  expect  the  situation 
to  change.   As  resources  decline  we  are  likely  to  devote  a 
larger  portion  of  our  assistance  program  to  leveraging 
international  financial  institution  resources. 
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Question  for  the  Record 

Sxjlanitted  to  Richard  L.  Morningstar 

By  Honorable  Lee  H.  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


Question  #1; 

One  important  aspect  of  the  CTR  program  has  been  a  safe  and 
secure  facility  in  Russia  for  the  storage  of  fissile 
materials.   You  have  funded  design  assistance,  construction 
materials  and  equipment  for  this  facility. 

It  is  my  understanding  that  the  design  for  this  facility  is 
2  years  behind  schedule,  and  that  construction  is  behind 
schedule.   What  is  the  problem  here? 

Is  the  problem  MINATOM,  the  Russian  Ministry  of  Atomic 
Energy? 

What  progress  have  you  made  in  resolving  the  design  issue? 

—  What  happens  if  you  cannot  move  forward  here?   Will  you 
reprogram  funds  for  other  purposes? 


Answer:   The  design  and  construction  are  behind  schedule  but 
there  has  been  good  progress  on  both  this  year.   We  currently 
expect  that  the  Fissile  Material  Storage  Facility  (FMSF)  will 
be  completed  in  1999,  assuming  the  current  pace  of  progress 
continues  and  appropriate  funding  is  approved  by  both  the  US 
Government  and  the  Russian  Federation. 

From  the  beginning,  this  project  has  experienced  a  number  of 
delays  including:  site  designation,  getting  site  permits, 
design  development,  site  clearing  and  preparation  and 
commencement  of  construction.   Delays  by  MINATOM  in  design 
development  have  had  the  biggest  impact  as  all  other  activities 
flow  from  the  design.   Under  the  CTR  agreements,  MINATOM  was  to 
provide  the  FMSF  design  by  1  December  1993.   In  January  1994, 
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MINATOM  changed  the  location  of  the  FMSF  from  Tomsk,  Russia  to 
the  Mayak  facility  in  Chelyabinsk,  Russia  because  of 
difficulties  in  obtaining  the  proper  environmental  permits. 
Extensive  design  work  had  already  taken  place  for  the  FMSF  at 
Tomsk  using  a  "horizontal  racking"  configuration  for  storing 
the  fissile  material  containers  containing  the  highly  enriched 
uranium  and  plutonium  from  dismantled  weapons  when  the  decision 
to  change  was  announced.   This  configuration  was  required 
because  Tomsk  is  in  an  active  seismic  location.   In  March  1994, 
MINATOM  provided  a  feasibility  design  for  a  typical  facility 
using  the  horizontal  storage  concept.   With  a  new  location  for 
the  FMSF,  MINATOM  began  customizing  the  design  for  Mayak.   On 
10  November  1994,  MINATOM  provided  a  FMSF  feasibility  study, 
but  instead  of  using  the  horizontal  storage  concept  this  was  a 
study  specific  to  Mayak,  using  a  new  concept  of  vertical 
storage  of  the  fissile  material  storage  containers.   MINATOM 
preferred  this  new  storage  configuration  for  Mayak  and 
environmental  permits  for  Mayak  Russia  allowed  for  a  "vertical 
stacking"  configuration  for  storing  the  fissile  material 
containers.   This  new  configuration  caused  many  changes  and  new 
requirements,  including  a  new  cooling  system  for  safely  storing 
the  plutonium   Because  of  these  continuing  design  delays  by 
MINATOM,  in  March  1996,  the  US  Army  Corps  of  Engineers 
contracted  to  have  the  design  completed  to  the  concept 
(thirty-five  percent)  level.   The  concept  level  design 
documents  were  completed  in  June  1996. 
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Clearing  operations  for  the  FMSF  commenced  in  October  1994  and 
work  on  the  foundation  slab  started  in  the  spring  of  1995.   DoD 
provided  construction  equipment  and  construction  material 
(concrete,  reinforcement  steel  bars,  and  insulation)  are  being 
used  in  the  construction.   Work  on  the  foundation  slab 
consisting  of  concrete  and  reinforcement  steel  should  be 
completed  this  summer,  and  then  work  will  start  on  the  side 
walls  and  doors.   The  U.S.  Army  Corps  of  Engineers  and  its 
design  and  construction  contractor,  Bechtel  National,  Inc., 
have  established  temporary  site  office  at  Mayak  to  supervise 
and  implement  construction  activities  with  their  Russian 
counterparts.   Their  first  task  is  to  work  with  the  Mayak 
Production  Association  and  South  Urals  Construction   Company  to 
develop  a  detailed  construction  schedule  with  milestones.   This 
new  schedule,  which  is  a  standard  feature  of  USACE  construction 
projects,  should  give  the  U.S.  and  Russian  Federation 
governments  a  better  yardstick  to  measure  progress  on  the 
project. 

It  was  because  of  the  continuing  delays  by  MINATOM  on  the  FMSF 
project,  in  particular  on  the  design,  that  the  DoD-MINATOM 
Joint  Senior  Implementing  Group  (JSIG)  was  established  in 
November  1994  to  assess  project  status,  review  technical 
exchanges,  address  problems  and  jointly  develop  and  monitor 
implementation  of  the  construction  schedule  and  milestone 
list.   The  JSIG  has  brought  focus  to  delay  problems  and  has 
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facilitated  their  resolution.   The  delays  in  this  project  were 
raised  at  the  sixth  and  seventh  Gore-Chernomyrdin  Commission 
meetings f  which  appears  to  have  helped  move  this  project 
forward. 

There  have  been  problems  in  working  with  MINATOM  that  have 
been,  or  are  being,  resolved  primarily  through  the  efforts  of 
the  JSIG,  which  consists  of  senior  officers  from  DoD  and 
MINATOM.   It  appears  that  past  problems  in  the  design  and 
construction  efforts  for  the  FMSF  were  a  result  of  bureaucratic 
delays  within  the  Russian  Federation  —  which  appear,  for  the 
most  part,  to  be  behind  us  —  as  well  as  delays  arising  from 
performing  construction  activities  in  a  sensitive  area.   One  of 
the  key  changes  that  has  allowed  progress  to  occur  has  been  the 
agreement  on  specific  joint  milestones,  and  the  efforts  to 
achieve  them.   As  problems  arise  in  the  course  of  our  joint 
efforts  in  designing  and  constructing  the  FMSF,  the  JSIG  works 
quickly  to  find  solutions. 

We  have  made  good  progress  in  resolving  the  design  issue. 
Currently  our  technical  and  engineering  experts  are  reviewing 
documents  approximately  a  thirty-five  percent  level  of 
completion.   Reports  are  positive  relative  to  the  detail  of  the 
design  documents.   Based  upon  the  maturity  and  the  completeness 
of  these  documents,  construction  activities  are  unhindered  and 
are  progressing  well,  and  equipment  procurement  activities  are 
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underway.   A  construction  schedule  is  being  prepared  for 
planning  purposes,  and  the  steps  ahead  for  additional  design 
documents  to  advance  the  construction  are  being  established. 

Currently,  we  are  experiencing  positive  movement  on  this 
project,  and  we  will  work  with  Congress  to  provide  sufficient 
funds  on  a  yearly  basis  to  support  the  U.S.  portion  of 
assistance. 
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Question  for  the  Record 

Submitted  to  3i. chard  L.  Momingstar 

By  Honora.ble  Lee  H.  Hamilton 

House  International  Relations  Conmittee 

June  13,  1996 

Question  #2; 

The  House  recently  passed  an  amendment  to  the  Defense 
Authorization  Bill  prohibiting  funds  for  defense  conversion, 
directed  particularly  at  cutting  off  funding  for  the  Defense 
Enterprise  Fund. 

What  would  be  the  impact  of  this  cut-off  of  funding  for  defense 
conversion,  if  it  were  to  become  law? 

What  would  be  the  impact  of  a  cut-off  of  funds  for  the  DEF? 

What  would  be  the  impact  of  the  House-passed  DOD  bill's  cut  of 
$11.7  million  in  the  Department  of  Energy's  Industrial 
Partnership  Program? 

Answer:   There  are  no  plans  for  using  FY96  or  FY97  CTR  funds  to 
support  new  defense  conversion  projects.   Therefore,  a  cut-off 
of  FY96  or  FY97  funds  should  have  no  impact  on  current, 
on-going  CTR  defense  conversion  projects,  most  of  which  are 
near  contract  close-out.   However,  elimination  of  access  to 
prior  years'  funds  could  have  immediate  and  disastrous 
consequences  for  the  currently  active  CTR  contracts.   Also,  we 
believe  a  cut-off  in  funding  could  not  only  force  the  closure 
of  the  Defense  Enterprise  Fund  (DEF) ,  but  also  preclude  DoD  and 
all  other  U.S.  agencies  such  as  the  State  Department,  USAID, 
OPIC,  TDA,  the  Export/Import  Bank  and  even  the  DoE's 
Initiatives  for  Proliferation  Prevention  (IPP)  program,  from 
assisting  U.S.  industry  in  engaging  in  defense-conversion 
related  projects  in  the  NIS. 

Such  a  cut-off  would  likely  result  in  the  DEF's  closure.   The 
Fund  was  originally  designed  to  be  "fully  capitalized"  at  $100 
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million.   Current  DEF  estimates  call  for  capitalization 
requirements  of  approximately  $70  million,  which  is  the  minimum 
amount  needed  to  enable  the  future  viability  of  the  Fund.   To 
date,  the  DEF  has  received  less  than  half  this  amount  in 
obligated  CTR  funds.   If  no  additional  funds  are  provided,  the 
DEF  will  not  reach  the  minimum  cimount  necessary  to  remain 
viable.   Also,  the  DEF  currently  has  a  project  pipeline 
(projects  that  could  be  chosen  by  the  DEF  Board  for  investment) 
of  more  than  $60M.   This  includes  projects  at  WMD  facilities  in 
Russia,  Ukraine,  Kazakstan  and  Belarus.   Without  further 
funding  for  the  DEF,  investment  in  these  WMD  conversion 
projects  will  not  be  possible,  thereby  doing  significant  damage 
to  the  broader  demilitarization  goals  of  the  CTR  program. 

The  Department  of  Energy  (DOE)'s  Initiatives  for  Proliferation 
Prevention  Program  (IPP-f orderly  called  the  Industrial 
Partnership  Program)  recently  received  $10  million  in  FY96 
funds  from  DOD.   There  are  nc  plans  to  provide  any  more  DOD 
funding  to  this  program.   Ms.  Rohlf ing' s  answer  will  address 
this  issue. 
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Question  for  the  Record 

Submitted  to  Ricnard  Morningstar 

by  Hon.  Lee  Hamilton 

House  International  Relations  Committee 

June  13,  1996 

QUESTION:  The  Defense  Department  Authorization  bill  zeroed  out 
the  Administration's  request  for  $66  million  for  the  Department 
of  Energy' s  nuclear  reactor  safety  program  in  the  former  Soviet 
Union. 

Why  is  it  in  the  U.S.  national  interest  to  continue  this 
progrcun? 

What  happens  if  you  do  not  get  your  funds  for  this  program? 

What  cost-sharing  do  Russian  and  other  recipients  of 
nuclear  reactor  safety  programs  contribute? 

Isn't  reactor  safety  in  Europe  a  bigger  issue  for  the 
European  Union  than  it  is  for  us?  Why  should  we  be 
involved? 


ANSWER:   The  Chernobyl  nuclear  accident  in  1986  alerted  the 
world  to  the  safety  problems  at  Soviet-designed  reactors  and 
the  serious  international  threat  posed  by  the  unconfined 
release  of  radionuclides.   Many  of  the  countries  currently 
using  unsafe  Soviet -designed  reactors  are  not  yet  able  to  pay 
for  needed  safety  upgrades  or  to  develop  safer,  alternative 
energy  sources .   We  and  our  European  partners  must  help  them 
until  they  are  able  to  better  help  themselves. 

For  this  reason  the  U.S.  launched  its  1992  Lisbon  Nuclear 
Safety  Initiative,  joining  with  the  G-7  in  a  concerted  effort 
to  reduce  the  risks  posed  by  unsafe  reactors.   We  have  had  a 
number  of  successes  in  our  efforts:   we  have  established  model 
operator  training  centers  in  Ukraine  and  Russia  which  are 
spreading  advanced  training  methodologies  to  other  reactor 
sites;  we  have  transferred  technologies  for  improving  reactor 
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containment  systems  and  manufacturing  modern  fire  doors;  we  are 
working  to  improve  emergency  operating  procedures  and  enhance 
safety  culture  in  general  plant  operations .   While  we  have  made 
progress,  hastily  pulling  out  from  the  international  safety 
program  now  would  jeopardize  our  gains. 

In  addition  to  the  humanitarian  benefits  of  preventing 
another  Chernobyl,  improving  nuclear  safety  in  the  countries  of 
Central  and  Eastern  Europe  and  the  New  Independent  States 
directly  enhances  our  national  security  in  four  ways: 

-  It  supports  the  energy  independence  of  the  United 
States .   The  energy  independence  of  the  U.S.  depends  upon 
the  continued,  safe  operation  of  the  110  nuclear  power 
plants  in  the  U.S.  that  produce  over  20%  of  the  electricity 
used  by  American  consumers.   A  major  Chornobyl-style 
accident  in  Europe  could  have  serious  consequences  on  our 
nuclear  industry.   Public  reaction  to  the  1986  accident  led 
to  the  demise  of  nuclear  programs  in  Austria,  Italy  and 
Greece  and  derailed  plans  for  expansion  in  the  U.S., 
hindering  opportunities  for  U.S.  industry  both  at  home  and 
abroad. 

-  It  reduces  the  risk  of  political  instability  in  the 
region .   A  major  nuclear  accident  at  a  Soviet-designed 
reactor  would  have  serious  local  economic  consequences. 
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Many  of  these  countries  are  heavily  dependent  upon  the 
power  produced  by  their  reactors  and  would  be  hard-pressed 
to  cope  with  the  loss  of  a  reactor.   Moreover,  the  costs  of 
responding  to  a  major  accident  with  widespread 
contamination  would  prove  destabilizing  to  the  economies  of 
the  region.   Conservative  estimates  of  the  costs  to  the 
Soviet  government  of  responding  to  the  Chornobyl  disaster 
range  from  $8-$ll  billion.   Added  economic  instability 
could  easily  lead  to  political  instability. 

-  U.S.  Economic  Interests.   A  disaster  affecting  a  major 
U.S.  trading  partner  would  have  serious  consequences  for 
U.S.  exporters  and  importers.   The  1986  Chornobyl  accident 
contaminated  over  25,000  square  kilometers  leading  to 
hundreds  of  millions  of  dollars  lost  in  agricultural  and 
other  production.   A  similar  disaster  today  with  widespread 
contamination  would  have  a  direct  impact  on  U.S.  companies 
operating  in  the  affected  area.   U.S.  companies  with  assets 
in  the  contaminated  zone  would  face  losses,  as  would 
business  dependent  upon  industrial  or  agricultural  inputs 
from  the  contaminated  region . 

-  U.S.  Citizens.   With  the  collapse  of  the  Soviet  Union 
there  are  more  and  more  American  citizens  living  and 
working  in  Eastern-Central  Europe  and  the  New  Independent 
States.   A  major  nuclear  accident  in  Europe  would  likely 
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count  many  American  citizens  among  its  victims.   Moreover, 
the  1986  Chornobyl  disaster  brought  radioactive 
contamination  to  our  country  -  and  could  have  brought  more 
if  weather  conditions  had  been  different.   Reducing  the 
likelihood  of  future  accidents  increases  the  well-being  of 
our  citizens. 

While  the  problem  posed  by  Soviet-designed  reactors  does 
touch  on  U.S.  interests,  it  has  a  more  immediate  impact  for  the 
EU.   As  a  result,  the  countries  of  Europe  bear  a  larger  share 
of  the  burden.   In  addition,  the  countries 

operating  the  Soviet-designed  reactors  are  also  sharing  the 
costs  of  solving  the  problem,  contributing  a  significant  share 
of  the  costs  of  implementing  projects  funded  by  our  bilateral 
safety  assistance  program.   We  generally  strive  for  a 
contribution  equivalent  to  about  20%-25%  of  the  overall  project 
costs,  often  in  the  form  of  goods  and  services. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Exchange  Programs 
Question: 


1.  What  steps  are  USIA,  USAID  and  other  agencies  taking  to 
maintain  links  and  exploit  the  talent  developed  in  exchange 
programs? 

—  Do  you  maintain  up-to-date  records  of  where  people  are 
located,  what  they  are  doing,  and  how  you  can  work  with 
these  individuals  on  behalf  of  U.S.  goals  of  political 
and  economic  reform? 


Answer: 

USIA  field  offices  maintain  databases  of  USIA  exchange 
program  participants.   USIA  also  requires  its  grantees  to 
keep  track  of  this  information  and  to  track  the  progress  of 
program  alumni.   USIA  field  offices  strive  to  keep  in  touch 
with  program  alumni  and  keep  them  actively  engaged  with  one 
another  and  with  their  U.S.  counterparts  through 
newsletters,  alumni  workshops,  social  events  and  electronic 
communications  as  they  work  towards  political  and  economic 
reform  in  their  home  countries . 
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An  important  component  of  USIA's  alumni  follow-up  is 
the  Internet  Access  and  Training  Program,  which  is  working 
to  establish  40  public-access  Internet  sites  and  provide 
access  and  training  to  300  NIS  institutions  in  10  regions. 
Many  USIA  exchangees  now  participate  in  alumni  "listservs" 
and  communicate  regularly  with  one  anothei »  with  USIA  field 
offices  and  their  U.S.  hosts.   An  e-mail  component  is  also 
built  into  most  of  USIA's  exchange  programs,  such  as  school- 
linkage  and  teacher-exchange  programs,  to  facilitate  the 
maintaining  of  long-term  linkages.   In  addition,  USIA  has 
actively  engaged  program  alumni  in  the  task  of  publicizing 
its  exchange  programs,  as  well  as  in  identifying  and 
selecting  candidates.   USIA's  Information  Resource  Centers 
in  5  NIS  cities  have  served  as  information  hubs  and 
gathering  places  for  alumni  seeking  to  follow  up  on  their 
exchange  experience  or  to  keep  in  contact  with  their  U.S. 
hosts.   By  establishing  partnerships  between  NIS  and  U.S. 
organizations  and  communities,  USIA  has  also  fostered 
communication  at  the  community  level . 

A  recent  example  of  USIA's  efforts  to  link  program 
alumni  was  a  conference  organized  by  USIA's  Moscow  office 
this  past  May,  which  drew  together  approximately  200  alumni 
of  USIA's  post-graduate  exchange  programs.   Over  100  program 
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alumni  presented  papers  on  the  role  of  scholars  in  building 
a  civil  society.   At  least  half  of  the  participants  traveled 
from  outside  Moscow,  including  from  Magadan,  Komsomolsk-na- 
Amure  and  Pyatigorsk.   At  the  closing  session,  the 
participants  unanimously  voted  to  create  an  association  of 
alumni  of  USIA  post-graduate  exchange  programs  and  appointed 
a  board  to  organize  future  opportunities  for  professional 
networking  among  alumni.   USIA  plans  to  hold  similar  events 
in  other  NIS  countries  as  well. 

USAID's  NIS  Exchanges  and  Training  (NET)  Project,  which 
consists  of  a  short-term  technical  training  component  and  an 
institutional  partnership  program,  also  stresses  the  value 
of  professional  linkages  and  follow-on  activities  designed 
to  reinforce  completed  training.   NET  participants  have 
formed  professional  linkages  with  U.S.  businesses, 
professional  associations,  academicians  and  government 
officials.   The  NET  Project's  follow-on  activities  bring 
together  former  NET  participants  in  their  home  countries  or 
regions  for  technical  seminars  and  cross-sectoral  progrcuns 
such  as  Internet  training,  debriefing  workshops,  networking 
seminars,  and  familiarization  with  NET  Project  Resource  and 
Support  Centers.   As  of  the  end  of  June  1996,  of  the 
cumulative  total  of  6,801  participants  in  NET  training 
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programs,  4,906  had  been  Invited  to  attend  follow-on 
sessions  In  their  home  countries. 

The  NET  Project's  linkage  and  follow-on  components 
encourage  NET  participants  to  continue  supporting  democratic 
and  free-market  reform  in  their  home  countries  by  providing 
a  forum  for  peer  support.   In  addition,  the  NET 
Institutional  Partnerships  Project  is  supporting  22 
partnerships  between  U.S.  educational  institutions  and 
professional  associations  with  their  counterparts  in  Russia 
and  Ukraine.   The  Academy  for  Educational  Development  (AED), 
which  administers  NET  training  programs,  is  in  the  process 
of  incorporating  this  program's  Ukrainian  and  Russian 
institutional  partners  into  its  database  of  follow-on 
service  providers,  so  as  to  be  able  to  utilize  the 
institutional  capacities  of  the  22  Russian  and  Ukrainian 
partners.   AED  also  maintains  an  extensive  database  of  NET 
alumni  in  all  12  NIS  countries;  NET  participants  are 
debriefed  upon  returning  home  and  their  addresses  are  kept 
current  In  the  database.   The  subsequent  accomplishments  of 
NET  alumni  are  then  tracked  through  this  database . 

Similarly,  the  Commerce  Department's  Special  American 
Business  Internship  Training  (SABIT)  Program  and  the 
Agriculture  Department's  Cochran  Fellowship  Program  also 
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maintain  extensive  databases  and  alumni  networks  which  allow 
them  to  maintain  contact  with  former  participants  and  to 
provide  follow-on  activities  and  networking  opportunities. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Question; 

2.   One  advantage  of  our  exchange  programs  has  been  the 
ability  to  select  participants  from  Russia's  regions.   How 
do  you  recruit  and  select  candidates  in  the  more  remote 
areas  of  Russia? 


Answer; 

Open  competition  has  been  a  hallmark  of  USIA's  exchange 
programs  in  the  NIS.   Most  of  USIA's  programs  are  advertised 
nationwide  through  the  print  and  broadcast  media  in  each  NIS 
country,  and  all  interested  candidates  are  eligible  to 
apply.   USIA  program  alumni  are  also  instrumental  in 
spreading  the  word  about  these  exchange  programs.   USIA  has 
built  up  a  network  of  field  offices  and  grantees  which 
provide  thorough  coverage  of  Russia  and  the  other  NIS 
countries.   For  its  secondary-school  exchange  program,  USIA 
has  recruited  candidates  from  almost  every  oblast  (region) 
in  every  NIS  country.   The  recruiters  from  the  American 
Council  of  Teachers  of  Russian,  a  USIA  grantee,  are  often 
the  first  Americans  to  visit  some  of  these  communities.   In 
cooperation  with  Russia's  Federal  Employment  Service,  USIA's 
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"Business  for  Russia"  program  has  recruited  participants 
from  many  remote  areas  of  Russia,  including  Buryatia,  the 
Khanti-Mansl  Autonomous  Region  and  Sakhalin  Island. 

In  the  case  of  USAID's  NIS  Exchanges  and  Training  (NET) 
Project,  slightly  more  than  half  of  the  participants  (52 
percent)  have  come  from  outside  of  Moscow,  St.  Petersburg, 
Yekaterinburg,  Novosibirsk,  Samara  and  their  respective 
oblasts  (regions).   Russian  candidates  for  NET  training 
programs  are  identified  by  the  several  technical  offices  of 
the  USAID  Mission  in  Moscow  (covering  areas  such  as  health, 
energy,  agriculture,  housing,  economic  restructuring, 
business  development,  commercial  law,  capital  markets  and 
privatization),  in  cooperation  with  the  Moscow-based  USAID 
training  office. 

Each  technical  office  within  USAID's  mission  in  Moscow 
conducts  its  recruitment  activities  in  support  of  USAID's 
strategic  objectives  for  Russia.   Some  of  the  technical 
offices  work  through  contractors  who  have  regional  offices 
across  Russia,  while  other  offices  use  their  contacts  with 
Russian  associations,  regional  and  national  Duma  members  and 
their  staffs.   Some  technical  offices  have  used  Internet 
bulletin  boards  to  announce  the  availability  of  training 
opportunities  and  provide  information  about  obtaining 
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applications  for  training  programs.   For  example,  USAID- 
Moscow's  Business  Development  Division  uses  the  eight  USAID 
Business  Support  Centers,  thirty-five  Business  Training 
Centers,  and  four  centers  operated  by  the  University  of 
Alaska  to  recruit  candidates  for  U.S. -based  training 
programs.   Many  of  these  centers  work  closely  with  Peace 
Corps  volunteers  in  the  regions  to  recruit  candidates. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Question; 

3.   I  understand  that  you  have  consolidated  our  exchange 
programs  for  Russia,  Ukraine  and  Moldova.   What  is  involved 
here,  and  what  are  the  savings? 


Answer ; 

After  thoroughly  reviewing  USIA's  and  USAID's  training 
and  exchange  programs  during  the  latter  part  of  1995,  I 
decided  to  consolidate  the  bulk  of  our  FY  1996  training  and 
exchange  resources  for  Russia,  Ukraine  and  Moldova  into  a 
new  community-based  program  called  Community  Connections, 
which  is  based  on  USIA's  highly  successful  "Business  for 
Russia"  Program  and  administered  by  USIA.   By  placing 
clusters  of  entrepreneurs  and  local  government  officials 
from  particular  NIS  cities  in  homestays  with  counterparts 
from  U.S.  host  communities,  this  program  will  build  upon 
existing  relationships  between  U.S.  and  NIS  communities, 
resulting  in  linkages  that  will  last  well  beyond  the  life  of 
our  assistance  program. 
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In  addition  to  creating  self-sustaining  linkages,  the 
Community  Connections  program  is  also  much  more  cost- 
effective  than  other  exchange  programs,  with  an  average  per- 
participant  cost  of  just  over  $7,000,  as  compared  to  over 
$13,000  for  some  of  the  non-community  based  programs. 
Previously,  only  five  percent  of  the  funding  for  U.S. -based 
training  was  going  towards  the  lower-priced  community-based 
programs,  whereas  now,  over  forty  percent  of  the  funding  is 
going  towards  these  programs.   As  a  result  of  the 
consolidation,  the  funding  for  USAID's  NIS  Exchanges  and 
Training  (NET)  Project  was  reduced  from  the  FY  1995  level  of 
$34  million  to  just  over  $12  million,  while  USIA's  FREEDOM 
Support  Act  budget  for  U.S. -based  training  was  increased 
from  $4.5  million  in  FY  1995  to  $14.7  million  in  FY  1996. 
Based  on  a  comparison  of  FY  1995  program  costs,  the 
consolidation  of  the  Russian,  Ukrainian  and  Moldovan 
programs  will  save  roughly  $10  million,  or  in  other  words, 
we  will  be  able  to  train  770  more  participants  than  we  would 
have  prior  to  the  consolidation. 

So  far,  this  consolidation  has  been  implemented  in 
Russia,  Ukraine  and  Moldova,  based  on  the  strong  track 
record  of  exchange  programs  with  these  three  countries.   In 
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FY  1997,  we  will  consider  expanding  the  community-based 
model  to  Armenia,  Belarus  and  Georgia  as  well;  however,  we 
will  be  closely  monitoring  the  progress  of  the  new  Community 
Connections  program  before  making  any  decisions  on  its 
further  expansion. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Haunilton 

House  International  Relations  Committee 

June  13,  1996 


Crime  and  Corruption/Rule  of  Law 

QUESTION: 

1.    In  fiscal  year  1996  you  planned  to  use  $8  million  for 
anti-crime  training  and  technical  assistance  in  the  NIS. 

Please  tell  us  how  much  of  the  1997  request  for  $640 
million  for  the  NIS  you  plan  to  devote  to  anti-crime 
training  and  assistance. 

The  FBI  is  also  requesting  $2.4  million  in  its  budget 
for  training  and  assistance  in  the  NIS.   Is  this  amount 
in  addition  to  the  amount  the  U.S.  government  is  already 
spending  out  of  Freedom  Support  Funds? 

AHSWER: 

For  1997,  we  have  requested  up  to  $12  million  to 
continue  the  anti-crime  training  and  technical  assistance 
programs  in  the  NIS.   We  understand  the  FBI  has  requested 
independent  funding  for  training  and  technical  assistance  in 
the  NIS.   The  final  allocation  for  anti-crime  training  and 
technical  assistance  will  depend  on  a  number  of  factors, 
including  whether  the  FBI  receives  a  separate  appropriation. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


Crime  and  Corrupt ion /Rule  of  Law 


QUESTION: 

2.  There  are  at  least  seventeen  U.S.  government  agencies 
providing  anti-crime  assistance  and  police  training  in  the 
former  Soviet  Union. 

I  understand  that  the  activities  of  these  agencies  are 
coordinated  through  an  interagency  working  group  chaired 
by  the  State  Department.   There  must  be  difficult 
decisions  to  make  to  avoid  duplication  and  ensure  the 
most  effective  use  of  resources.   Would  you  give  us  an 
example  of  how  such  decisions  have  been  made,  in 
Washington  and  in  this  field? 

Have  other  agencies,  in  addition  to  the  FBI,  indicated 
an  interest  in  receiving  separate  appropriations  to  do 
this  training  and  assistance? 

How  will  programs  and  coordination  change  if  the  FBI,  or 
other  agencies,  receive  separate  appropriations? 


ANSWER: 

Within  the  State/INL  chaired  Interagency  Working  Group 
we  have  identified  and  in  collegial  fashion  eliminated 
duplication  of  effort  on  numerous  occasions.   For  example: 

o    FBI  and  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  both 
proposed  to  offer  Explosives  Incident  Investigations 
training  to  several  Central  European  police  forces  that 
had  asked  for  help.   Together  we  agreed  on  a  division  of 
labor. 
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o     IRS  Criminal  Investigations,  Secret  Service,  DEA  and  FBI 
have  weeded  out  duplication  in  their  coverage  of 
moneylaundering  investigations  in  the  mid-level  police 
training  program  at  ILEA,  Budapest. 

o    Secret  Service,  IRS/CID  and  the  Federal  Law  Enforcement 
Training  Center  (FLETC)  at  Glynco,  GA  are  team  teaching 
financial  crimes  investigations  in  Central  Europe  and 
the  NIS. 

No  other  agencies  have  requested  separate  funding.   We 
believe  that  separate  funding  to  the  FBI  could  result  in 
duplication  of  effort  and  missed  opportunities  abroad. 
Federal  law  enforcement  agencies  tell  us  that  their  personnel 
resources  are  stretched  thin  as  they  are  trying  to  respond  to 
new  demands  for  both  domestic  and  international  training  and 
technical  assistance  programs. 
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Question  for  the  Record 

Siibmitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


QUESTION. 

3.     Many  observers  are  questioning  how  we  can  design  our 
privatization  and  economic  restructuring  programs  to 
minimize  corruption. 

•  What  have  we  learned  from  the  Russian,  Kazak,  or  Moldovan 
cases  that  we  can  apply  to  the  ongoing  Ukrainian  program? 

•  What  are  the  main  factors  that  determine  whether  a 
privatization  program  becomes  riddled  with  corruption? 

•  For  example,  is  a  fast  process  better  or  worse  in 
terms  of  reducing  corruption. 

•  Generally,  how  are  we  working  to  improve  integration  of 
our  anti-crime,  rule  of  law,  and  economic  programs? 


ANSWER: 

Fighting  the  rapid  rise  of  crime  in  the  New  Independent 
States  (NIS)  of  the  former  Soviet  Union  is  one  of  the  top 
priorities  of  our  assistance  efforts.   Organized  crime  and 
corruption  adversely  affects  our  investment  in  the 
development  and  reform  of  these  emerging  economies. 
Applying  the  lessons  learned  in  Russia  and  other  NIS,  we 
have  made  significant  progress  in  implementing  and 
coordinating  our  assistance  programs  to  address  the  problem 
of  corruption. 
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We  have  realized  that  enforcement  issues  should  be 
considered  early  on  as  programs  are  designed.   With  this  in 
mind,  we  have  examined  how  law  enforcement  can  play  a  more 
significant  role  in  the  design  and  implementation  of  our 
mass  privatization  programs,  especially  in  Ukraine.   For 
example,  the  U.S.  Department  of  Justice  (DOJ)  plans  to  place 
a  resident  legal  advisor  in  Kiev  to  provide  expertise  on 
criminal  justice  issues  and  legislation  needed  to  fight 
organized  and  economic  crime  effectively,  such  as  the 
enforcement  of  banking  and  other  financial  regulations. 
Also,  the  Federal  Bureau  of  Investigations  has  been 
consulted  closely,  with  other  agencies  involved  in  our 
technical  assistance  effort,  to  put  together  a  training 
program  to  help  combat  International  Property  Rights 
violations  in  the  NIS. 

The  rate  in  which  the  privatization  program  progresses  does 
not  necessarily  determine  whether  it  will  become  riddled 
with  corruption.   More  importantly,  as  we  have  learned,  it 
is  necessary  to  ensure  that  certain  mechanisms  are  in  place 
to  deter  criminal  activity  and  lessen  corruption.   For 
example,  incorporating  more  "security  features"  in  the 
certificates  used  in  Ukraine's  mass  privatization  program, 
increasing  the  current  levels  of  audit  coverage  by  U.S. 
government  contractors  and  the  Ukrainian  Government 
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agencies,  and  supporting  the  development  of  capital  markets, 
which  are  inextricably  linked  to  mass  privatization.  To 
date,  we  have  taken  steps  to  reallocate  funds  to  increase 
audit  coverage  by  U.S.  government  contractors,  and 
reinvigorate  and  strengthen  audit  coverage  by  Ukrainian 
government  agencies.  In  addition,  while  security  procedures 
are,  by  any  international  standard,  sound,  they  will  not  be 
followed  by  employees  who  are  overworked  and  underpaid.   To 
address  this  concern,  we  have  incorporated  a  15%  increase  in 
auction  center  staff  to  process  the  certificates. 

Additional  steps  that  are  underway  or  being  planned  to 
address  the  threat  of  criro.e  and  corruption  in  Ukraine's  mass 
privatization  program  include:   the  consolidation  of  share 
registries  before  they  are  passed  from  the  privatization 
program  to  private  registrars;  a  public  education  program  to 
inform  the  public  about  their  rights  and  opportunities  in 
the  privatization  and  post-privatization  periods;  assistance 
in  the  development  of  legislation  and  regulatory 
capabilities  for  the  oversight  of  pension  fund  operations 
and  the  recently  esteiblished  Ukrainian  Securities 
Commission. 

We  have  made  remarkable  progress  in  implementing  a  law 
enforcement  training  program  in  the  NTS.  The  FBI  and  other 
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law  enforcement  agencies  have  trained  over  2300  NIS  law 
enforcement  officials.   We  also  have  made  progress  in 
integrating  our  anti-crime,  rule  of  law,  and  economic 
programs.  Our  efforts  now  include  a  prosecutorial  training 
component  to  the  Anti-Crime  Training  and  Technical 
Assistance  Program  (ACTTA) ;  technical  assistance  to  help 
enact  criminal  legislation,  and  training  to  raise  the 
professionalism  and  increase  the  integrity  of  NIS  law 
enforcement  officers,  prosecutors,  judges,  and  defense 
attorneys.  However,  I  believe  more  should  and  could  be  done 
to  improve  cooperation  and  information  sharing  among  various 
programs  to  ensure  they  are  complimentary  and  supplementary. 
Without  strong  centralized  coordination  there  could  be 
serious  gaps  in  our  assistance  efforts. 

Therefore,  we  are  continuing  our  efforts  in  designing  our 
assistance  program  and  are  currently  focusing  on  the 
following:  the  role  the  FBI  and  the  DOJ  can  play  in  the  area 
of  legislative  drafting,  emphasizing  anti-racketeering  laws 
and  specific  criminal  statues;  providing  seminars  and 
training  in  investigative  journalism;  and  creating  organized 
crime  study  centers  which  would  serve  as  a  clearinghouse  and 
help  develop  strategies  to  combat  organized  crime. 


271 


Question  for  the  Record 

Submitted  to  Ambassador  Richard  Momingstar 

And  The  Honorable  Thomas  Dine 

by  The  Honorable  Lee  H.  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


QUESTION: 

4.      The  World  Bank  is  about  to  initiate  a  $58  million  project 
loan  for  the  rule  of  law  in  Russia. 


I  understand  that  the  World  Bank  received  help  from 
AID  in  conducting  its  assessment.   How  will  this 
project  relate  to  ongoing  AID  rule  of  law  initiatives? 


ANSWER: 

USAID  has  made  support  for  the  World  Bank  legal  reform  loan  a 
high  priority  and  has  helped  sponsor  studies  and  employ  expert 
consultants  to  ensure  the  timeliness  of  the  loan.   Since  the 
scope  of  the  World  Bank  loan  mirrors,  in  large  part,  the  legal 
reform  program  USAID  has  underway,  our  ongoing  program  wili 
continue  until  the  World  Bank  loan  is  fully  underway  (according 
to  the  World  Bank  about  one  year) .   At  that  time,  USAID  plans 
to  hand-off,  in  an  orderly  fashion,  relevant  components  of  our 
progrcim  to  the  World  Bank,  and  to  refocus  our  efforts  in  other 
high  priority  areas. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Haimilton 

House  International  Relations  Committee 

June  13,  1996 


Crime  and  Corruption/Rule  of  Law 

QUESTION: 

5.    What  is  your  assessment  of  the  operations  of  the 
regional  police  training  academy  we  helped  establish  in 
Budapest? 

I  understand  that  you  planned  at  one  time  to  include 
procurators  in  the  Budapest  training  program  in  order  to 
enhance  their  ability  to  bring  suspects  to  justice.   Do 
you  still  plan  to  do  that?   If  so,  when? 

ANSHER: 

We  believe  Phase  1  of  program  development  at  ILEA  has 
been  very  successful.   The  232  raid-level  police  officers  from 
14  countries  have  given  the  8-week  program  positive  reviews. 
Their  recommendations  for  changes  have  been  incorporated.   We 
have  eliminated  some  initial  duplication  and  introduced  more 
practical,  hands  on  training.   The  Hungarians  completed  the 
remodelling  of  some  facilities  at  ILEA  on  schedule. 

We  currently  have  two  TDY  officers  from  IRS  and  BATF  in 
Budapest  to  assure  a  successful  expansion  of  our  programs  in 
Phase  2 .   We  are  now  in  Phase  2  of  prograun  development  at 
ILEA.   Advanced,  specialized  training  programs  are  now  being 
developed  and  offered  at  ILEA.   Secret  Service  and  Customs 
are  running  specialized  courses  in  July.   Diplomatic 
Security,  FBI,  and  Customs  will  teach  in  the  Fall.   ICITAP 
completed  training  at  ILEA  for  some  250  Serbian  and  Croatian 
police  under  the  United  Nations  Transitional  Authority  for 
Eastern  Slavonia  at  ILEA.   We  expect  DOJ  to  conduct  training 
at  ILEA  for  the  procuracy  in  the  near  future. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


Crime  and  Corruption/Rule  of  Law 

QUESTION: 

6.    The  budget  for  training  police  and  prosecutors  in  the 
NIS  is  much  larger  than  the  budget  for  programs  aimed  at  the 
defense  bar.   Supporting  the  rule  of  law  requires  both  types 
of  assistance,  especially  in  these  countries  which  did  not 
(have)  lawyers  active  in  protecting  citizens'  rights. 

What  factors  led  you  to  budget  the  funds  this  way? 

Would  it  make  sense  to  include  defense  lawyers  in  some 
of  the  anti-crime  programs  in  order  to  help  ensure  that 
NIS  law  enforcement  operations  and  the  anti-crime 
legislation  respect  human  rights? 

ANSWER: 

Since  the  rule  of  law  program  was  established  and  funded 
prior  to  the  launching  of  the  law  enforcement  prograim,  our 
efforts  have  been  focused  on  making  sure  these  two  important 
programs  are  properly  coordinated  and  mutually  reinforcing. 
These  efforts  will  continue  as  we  develop  the  FY  1997  and  FY 
1998  budgets.   In  FY  1996,  the  minimum  level  of  funding  for 
law  enforcement  training  in  Central  Europe  and  the  NIS  was 
set  by  legislation,  and  this  earmark  limited  discretion  to 
allocate  funding  among  activities  - 

Factors  taken  into  consideration  include  a  given 
country' s  political  will  to  reform  the  criminal  justice 
system,  the  procuracy  and  the  police  forces,  as  well  as  an 
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analysis  of  any  human  rights  abuses  and  problems.   We  are 
already  planning  some  integrated  training  programs  that 
include  representatives  of  all  members  of  the  criminal 
justice  system,  such  as  defense  lawyers,  prosecutors,  police, 
investigators,  and  judges.   This  effort  will  assist  each 
professional  in  understanding  his/her  new  role  and 
responsibility  to  the  state  and  the  citzenry  in  a  democratic 
society. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Congressman  Hcimilton 

Committee  on  International  Relations 

June  13,  1996 


Russia  Country  Question; 

1:   USAID  has  provided  technical  assistance  to  help  Ukraine 
restructure  social  services  and  benefits  so  that  they  are 
directed  toward  the  most  vulnerable  population.   This  approach 
both  saves  money,  and  helps  reduce  the  pain  of  reform. 

The  strong  political  support  for  the  Communists 
indicates  that  many  Russians  are  hurting.   Why  have  we 
not  instituted  such  a  technical  assistance  program  in 
Russia  to  cut  subsidies  and  help  the  poorest  of  the  poor? 

Answer; 

There  is  no  doubt  that  the  Government  of  Russia's  success 
in  managing  the  human  dimensions  of  political  and  economic 
change  has  had  and  will  continue  to  have  a  major  impact  on 
popular  support  for  democracy  and  a  market  economy.   For  this 
reason,  U.S.  assistance  has  focused  on  two  key  social  services 
—  housing  and  health  care.   Since  1992,  we  have  allocated 
approximately  $35  million  for  housing  reform,  including  support 
for  land  reform,  for  privatized  housing,  and  more  recently,  for 
means-tested  housing  for  low-income  families.   In  terms  of 
health  reform,  since  1992  we  have  allocated  over  $100  million 
for  privatized  health  care  financing  and  delivery  systems,  for 
hospital  partnerships,  and  for  legal  reform  to  support  private 
medical  practicioners  and  pharmaceutical  manufacturers.   We 
have  dealt  with  unemployment  caused  by  the  transition  by 
focusing  on  job  creation  through  development  of  the  private 
sector  and  a  market  economy. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Russia  Country  Question: 

2 :   Last  year,  AID  initiated  a  major  new  tax  reform  initiative 
in  Russia,  by  providing  assistance  to  revamp  the  tax  code. 

—     Are  we  also  working  to  strengthen  the  Russian  State  Tax 
Service  to  ensure  that  any  new  code  could  be  implemented 
—  that  the  taxes  could  actually  be  collected? 


Answer; 

From  the  outset  of  our  program  to  assist  Russian  tax 
reform,  both  we  and  the  Government  of  Russia  have  placed  great 
emphasis  on  practical  improvements  in  the  Russian  tax 
collection  system  as  a  necessary  part  of  this  effort.   While 
the  initial  focus  of  the  assistance  program  was  quite  properly 
more  on  legislation,  revenue  estimation  and  revenue  sharing, 
the  request  that  the  Government  of  Russia  put  to  us  included  a 
request  for  advice  on  tax  administration  and  training.   Based 
on  the  overall  progress  that  has  been  made  in  the  tax  reform 
effort,  we  think  it  is  now  appropriate  to  begin  to  shift  more 
attention  to  tax  administration.   At  recent  meetings  with 
Russian  Government  leaders  held  at  the  time  of  the  seventh 
session  of  the  Gore-Chernomydrin  Commission,  we  and  the 
Government  of  Russia  agreed  that  our  advisors  would  begin  to  do 
more  work  with  the  Russian  State  Tax  Service. 
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Question  for  the  Record 

Submitted  to  Amb.  Richard  Morningstar  and  Hon.  Thomas  Dine 

By  the  Hon.  Lee  H.  Heunilton 

Committee  on  International  Relations 

June  13,  1996 


QUESTION: 

3.   Independent  media  outlets  have  grown  markedly  in  Russia;  many 
observers  count  this  among  the  most  profound  changes  in  Russian 
society. 

How  has  AID  promoted  independent  media,  and  are 
these  new  organizations  sustainable? 


ANSWER : 

To  date,  the  bulk  of  USAID's  media-assistance  program  in 
Russia  has  been  handled  through  grants  and  cooperative  agreements 
with  non-governmental  organizations  (particularly  Internews  — 
see  next  question)  and  through  inter-agency  agreements  with  the 
United  States  Information  Agency. 

USAID  also  funds  the  Media  Development  Program  (formerly  the 
Russian-American  Media  Partnerships  Program) ,  managed  by  a 
consortium  of  Internews  and  the  Russian-American  Press  and 
Information  Center.   In  addition,  USAID  is  now  preparing  to  fund 
a  major  new  initiative  in  Russia  and  Ukraine,  the  Media  Viability 
Fund,  to  be  jointly  managed  by  the  Eurasia  Foundation  and  the 
Soros- funded  Media  Development  Loan  Fund. 

The  General  Accounting  Office  recently  reviewed  USAID-funded 
media-assistance  activities  in  Russia.   In  the  report  entitled 
"Promoting  Democracy,"  presented  in  February  1996,  GAO  wrote: 
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"Overall,  we  found  that  the  independent  media  program  has  helped 
expand  and  raise  the  quality  of  news  reporting  throughout  the 
Russian  Federation." 

The  need  to  move  toward  self-sustainability  remains  a 
keystone  of  all  USAID-funded  media  programs  in  Russia.   For 
instance,  a  central  purpose  of  the  Media  Development  Program  is 
to  foster  relationships  between  U.S.  and  Russian  media  entities 
that  will  endure  and  help  assure  the  long-term  viability  of  the 
Russian  partners  as  businesses. 


— Please  comment  in  particular  on  the  role  of  Internews. 

U.S. -funded  activities  by  Internews  emphasize  providing 
training  and  equipment  to  independent  television  stations  and 
increasing  their  competence  in  areas  such  as  advertising  sales, 
financial  planning  and  staff  organization.   Internews  has  very 
successfully  facilitated  various  program-sharing  and  networking 
activities  among  the  stations,  strengthening  their  ability  to 
survive  after  U.S.  assistance  ends. 

As  a  follow-up  to  the  dozens  of  management-related  seminars 
it  has  conducted  under  the  Independent  Television  program, 
Internews  has  also  offered  on-site  consulting  to  stations  to  help 
them  draw  up  business  strategies  that  make  sense  in  local 
markets.   The  stations  that  have  received  the  most  such  Internews 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

by  Hon.  Lee  Hamilton 

House  International  Relations  Committee 

June  13,  1996 

QUESTION:   Ukrainian  progress  on  privatization  of  medium  and 
large  enterprises  has  been  particularly  slow  at  times.   I 
understand  that  the  rate  has  now  picked  up  to  almost  400  per 
month,  up  from  just  12  9  in  January. 

-  Are  you  satisfied  with  these  numbers,  which  some  believe 
should  be  higher? 

-  At  this  rate,  how  long  would  Ukrainian  privatization  take 
and  how  expensive  would  it  be? 

-  Do  you  believe  the  rate  will  continue  to  climb? 

-  Privatization  of  the  4000  agro-industrial  enterprises  has 
been  particularly  slow.   Is  there  any  movement  on  these 
firms? 

-  What  is  the  difference  between  the  Russian  and  the 
Ukrainian  cases  regarding  privatization  -  why  did  the 
process  go  so  well  in  Russia  and  so  slowly  in  Ukraine? 


ANSWER:   We  are  generally  pleased  with  recent  progress  on 
implementation  of  mass  privatization  in  Ukraine.   By 
privatizing  2,000  medium  and  large  enterprises,  35%  of  which 
were  agro-industrial  firms,  Ukraine  met  the  conditions  for 
approval  and  first  tranche  disbursal  of  a  $300  million  World 
Bank  Enterprise  Development  Adjustment  Loan  (EDAL) .   Subsequent 
disbursements  are  conditioned  upon  continued  progress  and  we 
believe  that  the  Government  of  Ukraine  (GOU)  is  committed  to 
this  process. 

We  expect  the  privatization  of  the  approximately  8,000 
medium  and  large  enterprises  in  Ukraine  to  be  complete  by  the 
end  of  1997.   To  date  the  U.S.  has  expended  approximately  $30 
million  to  support  the  process.   We  expect  that  an 
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additional  $20  million  in  U.S.  assistance  will  be  necessary  to 
complete  privatization  in  Ukraine.   We  do  not  expect  the  pace 
of  privatization  to  increase  from  the  current  rate. 

Ukraine  was  able  to  meet  World  Bank  conditionality  for 
disbursement  of  the  first  tranche  of  the  EDAL  by  privatizing  at 
least  700  enterprises  in  the  agro-industrial  sector.   However, 
a  recently-passed  law  on  agro-industrial  privatization 
generated  by  parlieunent  contains  a  number  of  elements  that 
could  slow  and  distort  the  process.   The  GOU  believes  that  it 
will  be  able  to  address  the  most  worrying  aspects  of  the  law  by 
issuance  of  decrees  and  thereby  push  forward  with 
agro-industrial  privatization.   The  U.S.  and  other  donors  will 
assist  in  this  process  to  the  extent  possible. 

At  its  most  basic  level  the  difference  in  pace  of 
privatization  between  Ukraine  and  Russia  has  been  dictated  by 
differences  in  political  and  administrative  climates.   The 
Russian  program  was  driven  by  a  committed,  politically  astute 
reformer  with  a  highly  competent  staff  and  a  willingness  to 
give  foreign  advisors  some  strategic  oversight  of  the 
privatization  process .   Proper  regulations  and  procedures  were 
created  from  the  outset  to  ensure  that  each  privatization  was 
adequately  reviewed  and  that  bidding  was  as  fair  and 
competitive  as  possible.   The  program  stimulated  demand  for 
assets  by  offering  assets  at  book  values  unadjusted  for 
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inflation,  and  implementation  and  supervision  of  privatization 
took  place  at  the  local  level.   Branch  ministries  were  taken 
out  of  the  process  in  favor  of  a  powerful  State  Committee  on 
Privatization,  adding  speed  to  the  enterprise  preparation 
process  and  privatization  overall.   To  a  certain  extent  these 
conditions  have  been  absent  in  the  Ukrainian  privatization 
process. 
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Question  for  the  Recora 

Submitted  to  Richard  Morningstar 

by  Hon.  Lee  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


QUESTION:   How  is  AID  monitoring  the  privatization  process  to 
help  ensure  that  most  assets  are  not  simply  transferred  to 
former  managers  at  undervalued  prices? 

ANSWER:   One  of  the  great  problems  of  the  Ukrainian  mass 
privatization  progreun  has  been  the  difficulty  of  motivating 
company  managers  to  participate  in  light  of  poor  incentives. 
In  preferential  sales  for  company  insiders  (for  cash  and 
privatization  and  compensation  certificates) ,  shares  are  only 
sold  for  so-called  "nominal",  or  net  book  value.   This  value, 
based  on  old  Soviet  accounting  practices,  bears  no  relation  to 
market  value  and  is  usually  excessive,  given  the  poor  condition 
of  most  companies . 

Unlike  Russia,  where  privatization  certificates  were  freely 
transferable  and  a  51%  stake  was  guaranteed  to  company  insiders 
with  little  regard  to  valuation,  in  Ukraine  privatization 
certificates  are  not  transferable  and  the  amount  of  shares 
which  company  insiders  can  purchase  varies  widely.   The  latter 
depends  on  the  nominal  value  of  the  company's  assets  and  the 
number  of  insiders  who  decide  to  use  their  certificates  to 
participate. 

The  lack  of  transferability  of  privatization  certificates  and 
the  high  values  set  on  shares  sold  makes  it  very  difficult, 
when  compared  to  the  Russian  experience,  for  company  managers 
to  retain  control  over  privatized  enterprises  using 
privatization  certificates.   Much  of  the  comparative  slowness 
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of  the  Ukrainian  privatization  program  can  be  attributed  to 
this  fact. 

Managers  may  succeed  in  retaining  control  through  various 
methods,  but  the  use  of  privatization  certificates  is  an 
expensive  option.   Other  sales  methods  not  supported  by  the 
U.S.,  including  lease  buy  outs  or  non-commercial  share  tenders, 
are  preferred  by  managers  wanting  to  retain  control  without 
having  to  spend  excessively.   USAID  cannot  stop  the  27  Regional 
Property  Funds  from  engaging  in  such  transactions,  other  than 
by  continuing  to  maintain  maximum  pressure  (working  with  other 
donors),  to  ensure  that  as  many  shares  of  as  many  firms  as 
possible  go  through  the  more  transparent  and  fairer 
preferential  sales  and  the  auction  process. 

After  preferential  sales  are  sold,  privatization  certificate 
auctions  are  haunted  by  an  unrealistic  pricing  structure, 
evidenced  by  the  fact  that  on  average  only  half  of  the  shares 
offered  for  privatization  certificate  auctions  are  actually 
sold. 

The  donor  community,  working  closely  with  the  GOU,  has  tried  to 
address  the  problem  of  over-valuation  of  shares  by  creating 
so-called  "compensation  certificates."   These  certificates  were 
distributed  to  members  of  the  population  based  on  the  value  of 
savings  lost  during  hyper-inflation.   The  certificates  can  be 
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used  to  purchase  shares  in  auctions  in  which  no  artificially 
high  minimum  price  has  been  set.   It  is  hoped  that  the 
compensation  certificate  auctions  will  be  a  useful  tool  to 
clear  out  the  large  backlog  of  unsold  shares.   However,  the  GOU 
may  come  under  pressure  to  limit  the  use  of  compensation 
certificate  auctions  based  on  political  concerns  about  the  sale 
of  shares  for  less  than  some  perceived  -  though  usually 
unrealistic  -  value. 
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Question   for  the  Record 

Submitted   to   Richard  Momingstar 

by  Hon.    Lee  Haimilton 

House    International   Relations   Committee 

June    13,    1996 


Question:   You  alluded  to  programs  in  Ukraine  that  are  designed 
to  protect  shareholders'  and  investors'  rights. 

Please  describe  such  current  and  planned  projects. 

What  is  your  assessment  of  these  projects?  What  do  you  base 
that  on? 

Are  other  donors  supporting  these  or  other  projects  to  protect 
shareholders  and  investors? 


ANSWER:   The  starting  point  for  securities  law  and  securities 
market  development  should  be  basic  ownership  rights  of 
shareholders  and  investors.   Unless  Ukrainian  and  foreign 
investors  are  confident  that  their  ownership  of  securities  is 
secure,  and  that  their  interests  are  protected,  they  will  not 
invest  money  in  the  securities  market.   Overall,  transparent, 
liquid  and  safe  capital  markets  are  critical  to  mass 
privatization  and  the  restructuring  of  Ukraine's  economy  and 
efficient  and  effective  shareholder  and  investor  rights. 

Current  Projects/Accomplishments: 

1.  The  Ukraine  Independent  Share  Registrar  Project  has 
provided  design  services,  legal  assistance,  training  and 
equipment  to  establish  three  independent  share  registrars  in 
Ukraine.   This  project  was  completed  in  May  1996. 

2.  The  Capital  Market  Monitoring  Unit  monitors  the  activities 
of  investment  intermediaries  on  behalf  of  the  government. 
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3.  Through  the  Ukraine  Securities  Conunission  Project 
assistance  is  provided  in  the  drafting  of  implementing 
regulations  that  insure  shareholder  and  investor  rights,  and  in 
other  capital  market  regulatory  and  enforcement  activities. 
This  effort  also  includes  legal  drafting  assistance  and 
training  to  the  reform-minded  Securities  Commission  of  the 
Ukraine. 

4.  Technical  assistance,  training  and  equipment  has  been 
provided  to  help  establish  five  model  investment  funds  to 
increase  professional  standards  within  the  fund  industry. 
Technical  assistance  and  start-up  seed  money  established  a  self 
regulatory  association  within  the  investment  fund  industry. 
Although  this  project  has  been  completed,  it  is  anticipated 
that  a  follow-on  activity  will  commence  with  FY  1997  funding. 

5.  Mass  Privatization  and  Public  Awareness  programs  have 
provided  for  training  materials,  seminars  for  managers  of 
privatized  enterprises,  and  mass  media  education  to  the  public 
on  the  principles  of  shareholder  rights  and  corporate 
governance.   Follow-on  activities  for  mass  privatization  and 
public  awareness  will  further  promote  consolidated  share 
registries,  independent  registrars  and  shareholder  rights. 

6.  U.S.  assistance,  in  the  form  of  hardware  and  training,  has 
helped  Ukraine  develop  an  operational  over-the-counter  trading 
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system  for  the  active  trading  of  shares  of  privatized 
enterprises.   This  activity  also  has  helped  to  create  a  self 
regulatory  organization  for  broker-dealers  to  ensure  broad 
market  participation  in  the  trading  of  shares  and  shareholder 
rights . 

7 .  The  Accounting  Development  project  is  helping  to  institute 
the  use  of  internationally  accepted  accounting  standards  for 
reporting,  disclosure  and  other  purposes  to  standardize 
industry  practices  and  attract  investors  of  all  types.   This 
activity  also  contributes  to  the  self-regulatory  organization 
effort,  which  will  help  insure  appropriate  ethical  and 
operational  standards  and  regulatory  efforts  in  accounting  in 
Ukraine. 

8.  From  the  beginning  of  the  certificate  auction  process,  the 
U.S.  has  provided  financing  for  the  creation  and  maintenance  of 
a  temporary  share  registrar  for  certificate  auction  results. 
The  temporary  share  registrar  is  located  at  the  USAID/GOU 
jointly-financed  Ukrainian  Center  for  Certificate  Auctions 
(UCCA) .  As  auction  results  are  certified,  the  UCCA  turns  the 
result  registries  over,  either  to  the  companies  or  to 
independent  share  registrars  for  permanent  use.   The  temporary 
share  registrar  ensures  that  the  initial  share  sales  through 
the  auction  process  are  properly  recorded  and  that  auction 
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winners  are  made  aware  that  they  have  received  shares . 

There  are  up  to  six  different  ways  by  which  share  ownership  in 
any  given  company  can  be  transferred  in  the  Ukrainian 
privatization  progrsun.   Of  these,  USAID-supported  sales  through 
national  auctions  for  privatization  and  compensation 
certificates  is  only  one,  albeit  increasingly  important, 
method.   It  is  fair  to  say  that  the  auction  process  is  the  most 
transparent  of  the  various  sales  methods  used. 

For  sales  methods  other  than  certificate  auctions,  currently 
there  is  no  central,  initial  record  showing  who  bought  what  and 
when  from  the  State.   As  part  of  the  next  contract  for  mass 
privatization,  USAID  hopes  to  improve  the  transparency  of  the 
non-auction  sales  (which  it  does  not  sponsor)  by  paying  for  the 
creation  of  a  consolidated  shareholders  list.   This  list  is 
intended  to  include  the  naunes  of  all  the  shareholders  created 
by  the  initial  sales  of  state  shares  by  all  the  various  sales 
methods.   This  list  should  then  be  approved  officially  by  the 
SPF,  and  serve  as  the  basis  from  which  initial  meetings  of 
shareholders  can  be  held. 

The  activities  listed  above  have  met  with  considerable  success 
to  date.   Some  accomplishments  include:   the  completion  of 
U.S. -assisted  legislation  to  guarantee  an  open  and  competitive 
structure  in  Ukraine' s  capital  markets  and  the 
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establishment  and  support  of  shareholder  and  investment 
rights.   The  Ukrainian  Association  of  Investment  Businesses 
(UAIB)  has  been  established  and  serves  as  a  self  regulatory 
organization  with  a  code  of  conduct  for  over  140  investment 
funds  and  trust  companies .   The  broker/dealer  self  regulatory 
organization  supp>orts  a  network  of.  over  80  broker/dealers.   The 
NASDAQ-type  over-the  counter  trading  system  is  now  operational 
in  Ukraine.   Training  in  principles  of  shareholder  rights 
continues  for  directors  of  approximately  450  privatized 
companies . 

Ukraine  enjoys  a  cooperative  and  close  working  relationship 
among  the  U.S.  Government,  the  World  Bank,  the  EU  TACIS  group 
and  contractor  community.   The  World  Bank  is  supporting 
conditionality  for  independent  share  registrars  in  its  loan 
programs.   EU  TACIS  is  also  providing  technical  assistance  for 
independent  share  registrar  development  in  Ukraine. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  Morningstar 

By  Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


QUESTION: 

4.   Please  briefly  describe  the  current  and  planned  AID 
projects  designed  to  support  freedom  of  the  press  and  civil 
society  in  Ukraine. 

ANSWER: 


The  U.S.  Agency  for  International  Development's  (USAID) 
Democracy  programs  support  counterparts  in  the  Ministry  of 
Justice,  the  courts,  Ukraine's  top  5  law  schools 
(representing  80%  of  law  students) ,  the  Verkhovna  Rada 
(parliament) ,  including  key  committees  and  political 
factions,  the  presidential  administration,  municipal 
governments,  civic  action  groups,  public-policy  NGOs, 
political  parties,  democratic  free  trade  unions  and 
independent  media. 

Assistance  primarily  takes  the  form  of  technical  assistance, 
training  and  access  to  information,  and  to  a  lesser  extent 
commodities.   The  bulk  of  Democracy  assistance  is  provided 
to  reformers  in  cities  and  regions  outside  of  Kiev.   Current 
activities  designed  to  support  the  freedom  of  the  press  and 
civil  society  include: 
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•  strengthening  public-policy  and  human  rights  NGOs  through 
training  and  small  grants.  Activities  include 
investigating  human  rights  violations,  conducting  regular 
and  well-publicized  opinion  polls,  publishing  a  public- 
policy  journal  and  producing  a  popular  political  TV 
program.  Women's  NGOs  are  being  fostered  and  assisted  to 
address  key  issues  such  as  domestic  violence,  legal 
inequality  and  women's  entrepreneurship. 

•  Independent  production  and  broadcast  (nationwide)  of  a 
daily  television  news  program,  free-market  economics 
program,  and  other  informational  programs.  Also, 
independent  local  TV  and  radio  stations  are  being 
supplied  with  high-quality  programs  and  staff  training. 

•  Training  has  been  provided  to  over  1,200  leaders  from  616 
NGOs  in  basic  NGO  project  design  and  management.  Many  of 
the  NGOs  trained  have  already  received  financial  support 
from  international  donors  and  organizations. 

•  Partnerships  have  been  developed  between  U.S.  PVOs  and 
local  NGOs  delivering  needed  social  services  to  the 
disabled,  elderly  and  children. 

•  As  of  June  1996,  seed  grants  totaling  roughly  $460,000 
have  been  awarded  to  20  local  Ukrainian  NGOs  working  in 
social  services. 
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Planned  activities  will  include: 

•  Launching  of  a  new  NGO  program  to  continue  developing  and 
strengthening  indigenous  NGOs  providing  social  services 
to  vulnerable  groups. 

•  In  cooperation  with  the  Soros  Foundation  and  the  Mott 
Foundation,  the  Eurasia  Foundation  will  provide  up  to 
$130,000  to  support  approximately  15  Ukrainian  NGO 
resource  centers. 

•  Greater  debate  and  media  coverage  throughout  Ukraine  of 
the  issue  of  women' s  role  in  Ukrainian  society,  catalyzed 
in  part  by  women's  NGOs. 

•  Establishment  of  a  network  of  non-state  self-sustaining 
TV  stations. 

•  New  and  expanded  activities  in  the  area  of  print  media 
will  be  a  priority  to  support  freedom  of  the  press  in 
Ukraine . 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Question; 

B5.   The  Belarusian  people  succeeded  in  electing  a 
parliament,  over  the  objections  of  President  Lukashenko. 
What  assistance  are  we  offering  the  parliament?   Are  we 
considering  other  forms  of  assistance  to  build  civil  society 
and  offset  the  dictatorial  style  of  President  Lukashenko? 


Answer : 

The  USAID-funded  Central  and  East  European  Law 
Initiative  of  the  American  Bar  Association  (ABA/CEELI)  has 
provided  assistance  to  the  Belarusian  Parliament  in  the  area 
of  legislative  drafting,  and  will  continue  to  provide 
assessments  of  draft  legislation  and  legislative  concept 
papers.   Last  October,  ABA/CEELI  worked  with  the  Belarusian 
Supreme  Soviet's  Institute  of  State  Development  and 
Legislation  to  present  a  five-day  training  seminar  to  75 
lawyers,  jurists,  judges  and  members  of  parliament.   This 
past  spring,  a  15-member  Belarusian  delegation  came  to  the 
United  States  under  USAID's  NIS  Exchanges  and  Training  (NET) 
Project  for  a  training  program  on  legislative  drafting, 
organized  by  ABA/CEELI  and  the  National  Conference  of  State 
Legislatures  (NCSL). 
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Question  for  the  Record 

Sutanitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Congressman  Hamilton 

Committee  on  International  Relations 

June  13,  1996 

Caucasus  Country  Question; 

1:   How  would  you  assess  the  progress  of  reform  in  Armenia, 
especially  on  restructuring  the  energy  sector  and  on 
privatization? 

How  would  Armenia  compare  to  the  other  NIS  countries  on 
reform? 

Is  the  problem  mainly  the  blockade  by  Azerbaijan,  or  one 
of  political  will? 

Is  the  mix  of  humanitarian  aid  and  development  aid 
moving  toward  the  latter? 

Has  Armenia's  dependence  on  foreign  assistance  impeded 
reform? 


Answer; 

Armenia  has  not  made  the  progress  in  privatization  and 
energy  restructuring  that  we  would  like  to  see.   Privatization 
of  medium  and  large  state-owned  enterprises  has  lagged  and  the 
Government  of  Armenia  needs  to  accelerate  the  process  of 
privatization  of  its  state-owned  bread  corporation  to  lessen 
its  dependence  on  the  provision  of  wheat  from  outside 
humanitarian  sources.   Armenia's  energy  sector  also  requires  a 
complete  overhaul.   While  the  opening  of  the  Medzamor  nuclear 
plant  (opposed  by  the  U.S.)  has  increased  the  supply  of  energy, 
it  also  has  raised  new  nuclear  safety  issues.    Additionally, 
Armenia  needs  to  make  its  utilities  commercially  viable  and  to 
rehabilitate  its  inefficient  urban  energy  distribution  system. 

It  is  impossible  to  make  a  uniform  comparison  between 
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Armenia  and  the  other  NIS  states  in  terms  of  reform.   Armenia 
has  progressed  further  than  some  NIS  states  in  some  areas,  but 
lags  behind  other  NIS  states  in  other  areas.   For  example, 
Armenia  has  made  greater  strides  towards  WTO/GATT  accession 
(along  with  Russia  and  Ukraine)  than  the  other  NIS  states.   At 
the  same  time,  Armenia  lags  behind  most  of  the  NIS  in  terms  of 
economic  restructuring  and  privatization.   Armenia's  progress 
towards  developing  a  democratic,  civil  society  has  also  been 
uneven.   Last  year's  parliamentary  elections  were  not 
completely  open  and  there  was  some  question  as  to  whether  the 
constitution  was  ratified  legitimately.   At  the  same  time, 
democracy  appears  to  have  progressed  further  in  Armenia  than  in 
quite  a  few  other  NIS  states. 

The  slowness  in  Armenian  reform  seems  to  be  more  a  question 
of  political  will  than  the  embargo  led  by  Azerbaijan.   The 
embargo,  though  potentially  important  in  the  economic  arena,  is 
not  a  limiting  factor  in  terms  of  Armenia's  progress  towards 
democracy  or  towards  reform  in  general. 

Humanitarian  aid  continues  to  make  up  the  largest  portion 
of  U.S.  assistance  to  Armenia,  but  the  mix  is  changing  and  our 
policy  is  to  replace  humanitarian  assistance  whenever  possible 
with  programs  designed  to  increase  the  country's  own  capacity 
to  address  its  problems.   Thus,  in  Fy95  approximately  85%  of 
the  USG  assistance  to  Armenia  was  still  humanitarian  in 


296 


-3- 


nature.   In  FY96  this  percentage  decreased  to  approximately 
70%,  and  for  FY97  the  target  is  to  decrease  this  even  further 
to  approximately  60%  of  the  total. 

To  a  certain  extent,  Armenia's  receipt  of  foreign  aid  has 
served  as  a  disincentive  to  reform.   For  example,  the 
Government  of  Armenia  has  not  seen  it  as  necessary  to  increase 
the  pace  of  privatization  of  the  state-owned  bread  corporation 
because  of  the  significant  amount  of  food  assistance  Armenia 
has  received  from  the  U.S.  and  the  EU  since  1992.   The  same  is 
true  for  the  energy  sector.   For  this  reason,  both  we  and  the 
EU  have  significantly  reduced  such  assistance  or  are  applying 
more  strict  conditionalities  to  it. 
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Question  for  the  Record 

Submitted  to  Ambassador  Richard  L.  Morningstar 

by  Representative  Hamilton 

Committee  on  International  Relations 

June  13,  1996 


Question: 

C2.   Armenia  will  hold  presidential  elections  in  September 
and  municipal  elections  in  November  of  this  year.   What  will 
be  the  focus  of  our  election  assistance? 


Answer ; 

The  USAID- funded  International  Foundation  for  Election 
Systems  (IFES)  has  been  working  with  the  Armenian  Parliament 
in  an  advisory  capacity  since  March,  helping  with  the 
drafting  of  the  country's  election  law.   IFES  has  also  been 
working  with  the  Central  Election  Commission  on  procedures 
and  guidelines  for  the  administration  of  elections,  and  will 
continue  to  provide  expertise  in  the  areas  of  electoral  law 
and  the  administration  of  free  and  fair  elections.   IFES  has 
two  experts  stationed  in  Yerevan,  and  will  continue  to  work 
closely  with  USAID,  the  U.S.  Embassy,  and  Armenia's  Central 
Election  Commission  before  and  during  the  presidential  and 
municipal  elections.   In  addition,  the  National  Democratic 
Institute,  also  a  USAID  grantee,  is  stepping  up  its 
political  party-building  activities  in  advance  of  the 
presidential  and  municipal  elections. 
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Question  for  the  Record 
Submitted  to  Amb  Richard  Morningstar  and  Mr.  Thomas  Dine 
by  Representative  Lee  Hamilton 
House  International  Relations  Committee 
June  13,  1996 

3.   Sec.  907  of  the  Freedom  Support  Act  prohibits  US  assistance 
to  the  government  of  Azerbaijan.   As  a  result,  US  PVO's  must 
provide  assistance  to  over  460,000  displaced  and  vulnerable 
people.   What  inefficiencies  and  extra  costs  are  incurred 
because  of  this  reliance  on  PVOs?   I  understand  that  Relief 
International,  a  US  PVO,  proposed  a  vaccination  campaign  for 
displaced  children  under  five  years  of  age;  the  program  would 
require  coordination  with  the  Ministry  of  Health.   Under  Sec. 
907,  this  assistance  is  restricted.   Is  this  type  of 
predicament  frequent  under  the  terms  of  sec.  907? 

Yes,  this  type  of  predicament  occurs  quite  frequently. 
Section  907  of  the  Freedom  Support  Act  has  limited  the  ability 
of  the  US  to  effectively  reach  and  provide  assistance  to  the 
780,000  refugees  and  displaced  people  (IDPs)  in  Azerbaijan. 
The  PVOs  funded  by  the  US  have  been  seriously  limited  in  the 
types  of  activities  they  could  undertake  with  the  IDPs  without 
risking  violation  of  US  law  with  respect  to  the  907 
restrictions.   By  prohibiting  the  provision  of  assistance  to 
the  government,  the  provision  has  often  resulted  in  ruling  out 
critical  areas  of  assistance  or  the  creation  of  parallel 
delivery  systems  to  those  already  available.   For  example, 
since  the  907  restrictions  have  severely  limited  the  use  of 
government  medical  personnel  and  facilities,  it  was  necessary 
to  create  and  fund  private  mobile  clinics  to  reach  the  IDPs 
instead  of  using  the  existing  system  of  polyclinics  and 
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hospitals.   This  also  restricted  the  types  and  quantities  of 
donated  medicines  and  medical  supplies  that  the  US  could  make 
available  for  use  with  the  IDPs  to  those  that  could  be  useful 
outside  a  typical  clinical  or  hospital  setting.   In  addition, 
it  has  also  inhibited  US  PVO  involvement  with  country  wide 
immunization  campaigns  of  the  government  such  as  the  Relief 
International  vacination  caunpaign,  resulting  in  IDPs  receiving 
limited  coverage. 
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Question  for  the  Record 

Submitted  to  Amb.  Richard  Momingsta 

By  Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


D.   Central  Asia  (Uzbekistan,  Kazakstan,  Turkmenistan, 
Kyrgyzstan,  Tajikistan) 

QUESTION: 

1.   Uzbekistan  is  receiving  increasing  attention  in  this 
country  as  an  emerging  Central  Asian  power  that  is  beginning  to 
take  a  reform-oriented  path. 

—  How  would  you  assess  progress  on  reform  in  Uzbekistan,  and 
how  is  the  climate  for  investment? 

ANSWER: 

Uzbekistan  has  moved  forward  more  rapidly  on  economic 
reform  than  on  political  reform.   In  June  1996  the 
International  Monetary  Fund  confirmed  Uzbekistan's  compliance 
with  targets  set  as  a  condition  for  its  standby  agreement  with 
the  IMF.   State  orders  of  cotton  and  wheat  have  been  reduced, 
and  export  duties  almost  entirely  eliminated.   The  Uzbekistan 
Government  has  promised  that  its  currency,  the  som,  will  be 
fully  convertible  by  the  end  of  1996. 

Virtually  all  housing  and  most  small  shops  have  been 
privatized  and  new  small  enterprises  are  springing  up  all  over 
Uzbekistan.   Privatization  of  medium-  and  large  enterprises  has 
been  slow.   Still,  the  current  investment  climate  is  inviting, 
particular  for  American  firms  who  often  receive  preferential 
treatment.   There  are  approximately  100  joint  ventures  in 
Uzbekistan.   During  the  June  23-28  U.S.  visit  of  President 
Karimov,  the  Trade  and  Development  Agency  hosted  conferences  in 
Houston  and  Denver  for  the  oil/gas  and  minerals/mining  sectors, 
at  which  Karimov  reiterated  that  American  firms  are 
particularly  welcome. 
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Uzbekistan  has  lagged  on  its  human  rights  performance,  but 
President  Karimov  has  stated  his  readiness  to  work  with  the 
U.S.  and  the  OSCE  to  develop  political  reforms  in  his  country. 
The  U.S.  attaches  a  high  priority  to  human  rights  progress  in 
Uzbekistan.   The  Assistant  Secretary  of  State  for  Democracy, 
Human  Rights,  and  Labor  will  visit  Uzbekistan  later  this  year 
to  discuss  these  issues  with  the  Government  and  review  progress, 
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Question  for  the  Record 

Sutnnitted  to  Ambassador  Richard  Morningstar 

tiy   Congressman  Hamilton 

House  International  Relations  Committee 

June  13,  1996 


D.   Central  Asia  (Dzbekistan,  Kazakstan,  Turkaenistan, 
Kyrgyzstan,  Tajikistan) 


QOESTIOM: 

2.   The  trendline  on  democracy  in  Kyrgyzstan  seems  to  be  moving 
backward. 

—  How  effective  is  U.S.  post-privatization  assistance  to 
Kyrgyzstan? 

—  How  effective  is  the  U.S.  democracy  fund? 


ANSWER: 

U.S.  post-privatization  assistance  has  played  an  important 
role  in  helping  the  government  of  Kyrgyzstan  develop 
streamlined  business  registration  and  licensing  laws  which  are 
currently  awaiting  submission  to  Parliament.   When  passed, 
these  laws  will  significantly  reduce  bureaucratic  impediments 
to  business  formation  and  operation.   U.S.  assistance  also  has 
been  provided  in  the  development  of  foreign  investment 
legislation  which,  once  adopted,  will  clarify  and  protect  the 
property  and  profit  repatriation  rights  of  foreign  investors, 
thereby  promoting  foreign  direct  investment  in  Kyrgyzstan. 
Finally,  with  U.S.  support,  the  government  of  Kyrgyzstan  is 
about  to  take  the  first  step  on  the  road  to  World  Trade 
Organization  (WTO)  accession. 

In  the  tax  policy  area,  U.S.  technical  assistance  has 
played  a  major  role  in  the  development  of  a  comprehensive  tax 
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code  in  Kyrgyzstan.   It  was  recently  signed  into  law;  making 
Kyrgyzstan  only  the  second  NTS  country  to  pass  comprehensive 
tax  reform  legislation.   The  code  establishes  tax  rates 
comparable  to  those  in  Western  countries  and  eliminates 
distortive  exemptions  and  rate  differentials. 

The  Democracy  Fund  has  been  up  and  running  in  Kyrgyzstan 
for  less  than  a  year.   It  was  created  to  provide  the  Embassy 
with  a  flexible  means  to  support  small  grants  to  indigenous 
organizations  for  promoting  democracy.   This  mechanism  is 
thought  well  suited  to  respond  to  quickly  changing  political 
and  economic  developments  in  the  countries  in  transition  of  the 
former  Soviet  Union.   Of  the  $100K  allocated  to  the  Embassy  for 
use  on  promoting  democracy  in  the  Kyrgyz  Republic,  almost  $40K 
has  been  spent  to  date  on  eight  projects  in  four 
democracy-building  areas:   to  promote  a  free  and  independent 
media;  to  reduce  ethnic  tensions;  to  promote  human  rights  and 
the  rule  of  law;  and  to  provide  information  access  for  the 
Kyrgyz  people.   As  a  quick  response  mechanism,  the  Fund  has 
been  very  effective;  longer-term  effectiveness  of  the  program 
can  only  be  judged  over  time. 
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